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8. C. PUBLIC SERVICE CQMIVISmim

E C'E
l V E

ELLIOTT k, ELLIOTT, P.A.
""N 2 0 2003 ATTORNEYSATLAW

721 OLiva Sraggr
C E I V E COLUMBIA,SOUrHCAROLINA29205

UTIUTIEB DEPARTMENT

scorr pxston
MARv M. ELLiorr

Of COUNsEL

CIIARLfs I L Coox

Vtfl 3ILI Qy(II Itt ILI t(D

7~

TELEENONE(803) 771-0555
FAcstumE (803) 771-8010

pxtAIL: sclliottl@mindspring.corn

VIA HAND DELIVERY

Mr. Gary E. Walsh
Executive Director
South Carolina Public Service Commission
101 Executive Center Drive
Columbia, S.C. 29210

June 20, 2003

CD
C)

Mgr

EB

co

I

Re: Application ofCovista, 1nc. forAuthority to Provide ResoldandFacilities-BasedLocal
Exchange Service Within the State ofSouth Carolina

Dear Mr. Walsh:

Enclosed please find for filing an original and fttteen (15) copies of the Application ofCovista,

Inc. for Authority to Provide Resold and Facilities-Based Local Exchange Service Within the State of
South Carolina.

I have enclosed an extra copy ofthis application which I would ask you to date stamp and return

to me through my courier. If you have any questions or if I may provide you with any additional
information, please do not hesitate to contact me. Thank you.

Sincerely Yours,

ELLI

SE:ab
Encl.

SCOTT ELLIOTT

cc: Lance J.M. Steinhart, Esquire
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AC PTED
o3 lGINAL

H CAROL A
BEFORE THE SOUTH CAROLINA PUBLIC SERVICE COMMISSION

In re:

Application of
Covista, Inc.

For a Certificate of Public
Convenience and Necessity to
Provide
Local Exchange
Telecommunications Services and
for local service offerings to be regulated
in accordance with procedures authorized
for NewSouth Communications in Order
No. 98-165 in docket No. 97-467-C

)
)

)

)

)

) DOCKET NO
)

)
~ ~ P08uc 8

)

)
)
)

APPLICATION OF COVISTA INC.

FOR AUTHORITY TO PROVIDE RESOLD AND FACILITIES-BASED/UNE-P

LOCAL EXCHANGE SERVICE

Covista, Inc. ("Covista" or "Applicant"), pursuant to S.C. Code Ann. 5 56-9-280(B)'nd
Section 253 of the Telecommunications Act of 1996', respectfully submits this Application for
Authority to Provide Resold and Facilities-Based/INE-P Local Exchange Service
("Application") in the State of South Carolina and for local service offerings to be regulated in
accordance with procedures authorized for NewSouth Communications in Order No. 98-165 in
docket No. 97-467-C.

As amended by Act No. 354, signed by the Governor on June 6, 1996.

Telecommunications Act of 1996, 47 U.S.C. 6 253 (1996).
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Applicant intends to provide local exchange service to customers located in non-rural

local exchange carriers'ervice areas of South Carolina. Should its Application be granted,

Covista plans to commence offering service immediately upon the establishment of the

appropriate and necessary resale arrangements with the incumbent Local Exchange Carriers

("LECs"). Applicant will be negotiating an interconnection/resale agreement with BellSouth to

provide local service.

Approval of this Application will promote the public interest by increasing the level of

competition in the South Carolina telecommunications market. Ultimately, competition wiU

compel all telecommunications service providers to operate more efficiently and pass the

resultant cost savings on to consumers. In addition, as a result of competition, the overall

quality of local exchange service will improve.

In support of its Application, Covista states as follows:

I. Introduction

The name and address of the Applicant are:
Covista, Inc.
721 Broad Street, 2nd Floor
Chattanooga, Tennessee 37402

2. All correspondence, notices, inquiries and other communications regarding this
Application should be directed to:

Lance J.M. Steinhart, Esq. Local Counsel:
Lance J.M. Steinhart, PC Scott Elliott, Esq.
1720 Windward Concourse Elliott & Elliott, P.A.
Suite 250 721 Olive Street
Alpharetta, Georgia 30005 Columbia, SC 29205
Telephone: 770/232-9200 Telephone: 803/771-0555
Facsimile: 770/232-9208 Facsimile: 803/771-8010
Email: lsteinhart telecomcounsel cpm
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3. In support of this Application, the following exhibits are attached hereto:

d.
e.

Exhibit A - Covista's Articles of Incorporation, as amended, filed with the
Secretary of State for the State of New Jersey;
Exhibit B — Covista's Certificate of Authority to Operate in South Carolina as a

Foreign Corporation;
Exhibit C — Covista Communications, Inc.'s Form 10-K for the year ended
January 31, 2002 and Form 10-Q for the period ended October 31, 2002.
Exhibit D — Biographies of Covista management; and
Exhibit E - Illustrative Price List for Local Exchange Service;

II. Descri tion of the A licant

1. General Information

Applicant is a New Jersey Corporation, which was formed on March 9, 1960. The

company is headquartered at 721 Broad Street, 2nd Floor, Chattanooga, Tennessee 37402.

2. Customer Service

Covista's customer service representatives are available to assist its customers and will

promptly respond to all customer inquiries. Customers may call (800) 805-1000 or a local

number. The applicable toll free or local numbers will be printed on customers'onthly

billing statements. Alternately, customers wishing to communicate with a Covista customer

service representative in writing may send written correspondence to Covista at:

Covista, Inc.
ATTN: Tony Barrett
721 Broad Street, 2nd Floor
Chattanooga, Tennessee 37402
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Covista's customer service representatives are prepared to respond to a broad range of

service matters, including inquiries regarding: (I) the types of services offered by Covista and

the rates associated with such services; (2) monthly billing statements; (3) problems or

concerns pertaining to a customer's current service; and (4) general service matters.

III. Covista Possesses the Technical Mana erial and Financial Ex ertise Necessar to
Provide Local Exchan e Service

Covista possesses the requisite technical, financial and managerial capabilities to

operate as a competitive telecommunications provider. These capabilities are explained in

detail below.

1. Financial Qualifications

Covista is financially able to provide the services proposed in its tariffas evidenced by

Covista Communications, Inc.'s Form 10-K for the year ended January 31, 2002 and Form 10-Q

for the period ended October 31, 2002. Covista is a wholly owned operating subsidiary of Covista

Communications, Inc., a publicly held fully reporting SEC company.

2. Managerial Qualifications

Covista's senior management team is highly skilled, having acquired considerable

experience in the telecommunications industry. Using this extensive expertise, Covista's

management team has developed innovative marketing and operating strategies. In conjunction

with effective financial and operational measures, these marketing strategies will enable the

company to provide quality service at competitive rates, while resulting in profitable operations

for the Applicant. Covista has extensive experience in the technical, managerial, and financial

aspects of the telecommunications industry.
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2. Technical Qualifications

Applicant's key management personnel have significant business and telecommunications

experience. Applicant is authorized to, and is providing long distance service throughout the

United States. For South Carolina, See Docket Nos. 94-397-C. (Applicant formerly known as

TotalTel). Applicant is currently authorized to provide local exchange services in California,

Colorado, Connecticut, Delaware, Florida, Illinois, Minnesota, North Carolina, Ohio, Oregon,

Pennsylvania, Texas, Virginia, Washington D.C. and Washington. Covista is in the process of

obtaining authorization to provide local service nationwide. The company is not currently

providing local exchange service, however, it intends to initiate service in selected markets in

the next 90 days. No such applications have been denied or dismissed. Applicant will also

rely upon the technical expertise and telecommunications experience of its underlying carriers.

Covista will initially offer resold local exchange services and local services utilizing the

UNE-P platform. Such services will be provided by utilizing the facilities of incumbent local

exchange carriers ("LECs"), as well as unbundled network elements. Covista will primarily resell

the facilities aud services of BellSouth. Covista will also use unbundled network elements and

services purchased from BellSouth and other incumbent local exchange providers, where

applicable, to provide service through Covista's facilities.
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If Covista installs equipment for the provision of local exchange services, it will probably

use the following or a similar configuration of equipment, which is deployed in several other states:

It will provide voice, high speed data and internet access services through a combination of the

latest technology switching and transport media comprised of the Lucent Technology 5 ESS

Generic 13 switch, ADSL/SDSL transport and Internet service equipment and the latest Optical

multiplexer DAC's configurations. The switching system consists of a central processing and

control complex capable of interconnection as a peer to the incumbent as well as competitive

local exchange companies. The hub portion of the switch will interconnect with the public

switched network on Signaling System 7 ("SS7") or Feature Group D ("FGD") facilities. The

system supports local number portability, the needs of the service bureau of LNP providers, and

has ISDN primary interface support for call set-up for originations and terminations based on

ANSI standards and offers ISDN implementation. The system's remote module capability will

allow properties to be served in a manner that provides the exchange of appropriate signaling,

control and calling/caller information to the network in accordance with network standards and

specifications. Additionally, these services will be delivered over a combination of delivery

mechanisms through incumbent local carriers'nbundled loop network, both copper and fiber

and transport networks, as well as via constructed facilities. Its services will be available on a full-

time basis, twenty-four hours a day, seven days a week, to customers within the geographic

boundaries of the State of South Carolina. APPLICANT will bill customers. Applicant is

committed to providing access to a local operator, directory assistance, 911 services, and dual

relay services. Applicant is also willing to accept its obligations to collect 911 and dual relay
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service surcharges from its local exchange customers, and to remit those funds to the appropriate

authorities.

As the foregoing illustrates, Covista possesses considerable telecommunications

expertise. Covista is technically qualified to provide local exchange telecommunications

services in South Carolina.

IV. A royal of Covista's A lication is in the Public Interest

Granting Covista's Application is consistent with S.C. Code Ann. 5 58-9-280(B), as

amended by 1996 Act No. 354, and, in that regard Applicant makes the following

representations to the Commission:

a. Applicant possesses the technical, financial, and managerial resources sufficient
to provide the services requested;

b. Applicant's services will meet the service standards required by the
Commission;

c. The provision of local services by Applicant will not adversely impact the
availability of affordable local service;

d. Applicant, to the extent it is required to do so by the Commission, will
participate in the support of universally available telephone service at affordable
rates; and,

e. The provision of local services by Applicant will not adversely impact the public
interest.

The demands of a competitive market are a better means to achieve affordability and

quality of service than a monopoly environment. As competitors vie for market share, they

will compete based upon price, innovation and customer service.

Those providers trust that offer consumers the most cost effective products will gain

market share. In contrast, providers whose products do not meet the needs of consumers will

lose market share and, ultimately, be eliminated from the industry.
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Additionally, Covista's entry into the local exchange markets will not unreasonably

prejudice or disadvantage any telephone service providers. Incumbent local exchange carriers

presently serve a large majority of the local exchange customers in South Carolina. The major

advantages of incumbency (i.e., ownership of the existing local network as well as access to,

and long-standing relationships with, every local customer) constitute a substantial obstacle to

new entrants. Moreover, exchange services competition will stimulate the demand for the

services supplied by all local service carriers, including those of the incumbent LECs. Thus,

in a competitive market, there will be increased potential for such LECs to generate higher

revenues. Additionally, in a competitive market, incumbent providers will have market

incentives to improve the efficiency of their operations, thereby reducing their costs and

ultimately their profit margins. Finally, it is important to recognize that in a competitive

market, incumbent LECs will derive revenues from both resellers of their local exchange

services as well as facilities based competitive local exchange providers.

Currently, South Carolina consumers have a limited choice with regard to the provision

of local exchange telecommunications service. A competitive local service market comprised

of incumbents and competitive providers such as Covista will offer consumers a competitive

option and, therefore, will better satisfy the needs of various market segments. In this regard,

approval of this Application is clearly in the public interest.
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V. Descri tion of Services Offered and Service Territor

For informational purposes, Covista has filed with this Application an illustrative price

list based on Covista's current expectations regarding local services. (Exhibit "E"). Covista

expects to offer a full array of services to both business and residential customers, including

the following:

B.

D.
E.

Local Exchange Services for business and residence telecommuter customers that
will enable customers to originate and terminate local calls in the local calling area
served by other LECs.
Switched local exchange services, including basic service, trunks, carrier access, and

any other switched local services that currently exist or will exist in the future.
Non-switched local services (e.g., private line) that currently exist or will exist in the
future.
Centrex and/or Centrex-like services that currently exist or will exist in the future.
Digital subscriber line, ISDN, and other high capacity services.

Prior to providing local exchange services to the public in South Carolina, Covista will

file a complete Final Tariff and!or Price List with the Commission. Furthermore, Applicant

submits contemporaneously with this application its proposed tariff for local exchange service

(Exhibit E), which contains a description of services to be provided, all rules and regulations

applicable to such services, and proposed rates for such services.
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VI. Waivers and Re ulator Cpm liance

Covista requests that the Commission grant it a waiver of those regulatory requirements

inapplicable to competitive local service resellers such as Covista. Such rules are not

appropriate or necessary for competitive providers and constitute an economic barrier to entry

into the local exchange market.

1. Financial Record-Keeping System

a. Covista respectfully requests that it be exempt from any record-keeping

rules or regulations that might require a carrier to maintain its financial records in conformance

with the Uniform System of Accounts ("USGA"). The USGA was developed by the FCC as a

means of regulating telecommunications companies subject to rate base regulation.

b. As a competitive carrier, Covista maintains its book of accounts in

accordance with Generally Accepted Accounting Principles ("GAAP"). Neither the FCC, nor

the Commission, has required Covista to maintain its records under the USGA for purposes of

Covista's intrastate operations. Thus, Covista does not possess the detailed cost data required

by USGA, nor does it maintain detailed records on a state-specific basis. As a competitive

provider, Covista's network operations are integrated to achieve maximum efficiency. Having

to maintain records pertaining specifically to its South Carolina local service operations would

place an extreme burden on Covista.

c. Moreover, Covista asserts that because it utilizes GAAP, the

Commission will have a reliable means by which to evaluate Covista's operations. Therefore,

Covista hereby respectfully requests to be exempt from the any USGA requirements of the

Commission.

10
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d. In addition, the Company hereby respectfully requests a waiver of 26

S.C. Code gi Ann. Regs. 103-610, which requires books and records to be kept in the State of

South Carolina, but rather, the Company desires to keep its books and records at its principal

place of business.

2. Local Exchange Directories

Applicant respectfully requests a waiver of the requirement in Rule 103-631 to

publish and distribute local exchange directories. Covista will make arrangements with the

incumbent LECs whereby the names of Covista's customers will be included in the directories

published by the incumbent LECs. LEC directories will also be modified to include Covista's

customer service number. These directories will be distributed to Covista's customers. This

approach is entirely reasonable and will have a direct benefit to the customers of both Covista

and the incumbent LEC since they need only refer to one directory for a universal listing of

customer information. It would be an unnecessary burden on Covista to require that it publish

and distribute its own directory to all customers located within each exchange area, particularly

since nearly all of these customers will be customers of the incumbent LECs. It is more

efficient for Covista to simply include its limited customer list in the existing directories of the

incumbent LECs.

3. Flexible Regulation of Local Services Applicant respectfully

requests that its local service offerings be regulated in accordance with procedures authorized

for NewSouth Communications in Order No. 98-165 in docket No. 97-467-C.

11
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4. Marketing Practices

Pursuant to the South Carolina Public Service commission's Order No. 95-658

(issued March 20, 1995), Applicant makes the following affirmation relating to the Applicant's

provision of services:

As a telephone utility under the regulation of the Public Service Commission of

South Carolina, Carrier does hereby assert and affirm that as a reseller of intrastate

telecommunications service, Carrier will not indulge or participate in deceptive or misleading

telecommunications marketing practices to the detriment of consumers in South Carolina, and

will comply with those marketing procedures, if any, set forth by the Public Service

Commission. Additionally, Carrier will be responsible for the marketing practices of its

contracted telemarketers for compliance with this provision. Carrier understands that violation

of this provision could result in a rule to show cause as to the withdrawal of its certification to

complete intrastate telecommunications traffic within the state of South Carolina.

5. Maps

Applicant's local exchange calling areas will initially mirror the service areas of

the incumbent local exchange carriers, therefore, Applicant hereby respectfully requests a

waiver of the map-filing requirement pursuant to Commission Rule 103-612.2.3.

12
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VII. Conclusion

This Application demonstrates that Covista, Inc., possesses the technical, financial and

managerial resources to provide resold and facilities-based/UNE-P local exchange service in

the State of South Carolina. Furthermore, granting this Application will promote the public

interest by increasing the level of competition in the South Carolina telecommunications

market. Ultimately, competition will compel all exchange telecommunications service

providers to operate more efficiently and pass the resultant cost savings on to consumers. In

addition, as a result of competition, the overall quality of local exchange service will improve.

As stated above, Applicant does not intend to provide local service, by its own facilities or

otherwise, to any customer located in a rural incumbent LEC's service area, until Applicant

provides such LECs notice of intent at least 30 days prior to the date of the intended service.

Wherefore, Covista, Inc., respectfully petitions this Commission for authority to operate

as a reseller and facilities-based/UNE-P local exchange telecommunications services in the State

of South Carolina and for local service offerings to be regulated in accordance with procedures

authorized for NewSouth Communications in Order No. 98-165 in docket No. 97-467-C,, in

accordance with this Application and for such other relief as it deems necessary and

appropriate.

13
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1720 Windward Concourse, Suite 250
Alpharetta, Georgia 30005
(770)232-9200

c
, 2003

Columbia, South Carolina

721 Olive Street
Columbia, SC 29205
(803) 771-0555

Attorneys for Applicant

14
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VERIFICATION OF APPLICANT

I, A. John Leach„President to Covista, Inc., a New Jersey Corporation, the applicant for
a Certificate ofPublic Convenience and Necessity I'rom the Public Service Commission of the
State of South Carolina, verify that based on information and belief, I have knowledge of the
statements in the foregoing Application, and I declare that they are true and correct.

President
Covista, Inc.

Sworn to me, the undersigned
Notary Public n this~ay of , 2003.

State of Tennessee
County of Hamilton

sc ctac App

12
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EXHIBIT "A"

ARTICLES OF INCORPORATION, AS AMENDED

16
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oo matters ie to which such officer of director 1s liable
for negligenoo or misconduct in the Dcrformance ox'is

I
«xu4xoa. such right to indeunificatioo shel) eaiet whether

;,'r oot such poxson continues to be a director. or ofrioer
of xhe cox'poration o. of such other coroofation at the time

euoh &uxpooses are incurred. As used An this Ax'tiole,

xeasooabie expenses shall Lnolude& in audition to any otbix

costs whioh msy be 5mphsed upon or fcssbnabXy xocorred by

such,director or officer, the smounts of Judgments ox

smoont paid Ln, ssttiemen by such officer or director& but
'hall not include sny expenses Lncufred by such director

ox'fficer Ln connec'tion wIth.a mat4er which shall have

been ths subJeot of such notion& suit or legal pxocoeding&

disposed of otm~e than by adjudication on the max its,
unless in relation to such matter such director ox off1cer
~hall not hase been liablt fOX nogl1gcuCe Or mieoonduct, in
the perform«ence oi'is duties as,snob dIreotor or officer~

tt&e,'right to Lndatxnity snd the sdo&««&4 payable by wey of

inde'Lty shall be determine&x sx&d paid io accordance with

Soutien 14&3% of the Revised statutes of the Stita of New
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Tho neaten aud yoae office adduabaea

of hha tuoowponacors and,hho ntatfter or ahaaaa auhauuihan

fon hg aaoh, vhe asgfosaee ot'thich kiddo.cd of connate

atook ia aha tuuoune of capLcal aaook uicb which thia

oospatnt wi11 oosmcnoa huainoaa are aa folltntag

SRAH sTSBxfs 4 Rodltutia Road
Reeuohen,;Rett EemeE

CSCXXZL E ~ ÃuCCSMXCK 3/3 Seutatch Avenue
Iauank& Sett Jaraef

SSXNA RAVEN SS Oolduuaieh Auaoua
Nattax'kp Bett Jercegg

10 abauaa

10 ahauea

10 abauaa

SXOR5tt ~ The Xexiok'of ettisuonoa of chio oorpaua

eiuu ia unlimited

XH W1Tg55 WSEnoQPp tte haec hoaaunuo uoa dt's'anna,

and'aeala thia Beh CW of Sarah& 1960.

~S»

Slanad, Sealed and
Delineated in aha
Pnaaanoe of ~
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h

stACS OP NN «TSSSIfc
SS,

COW%X Ch S S S S Xc

SS XT SSSSSCSSEC, that On thfs 8th day of

sensa, 386o, hefts ne, the. snbsefthex, pexsnnsxxs

unnamed SÃSM MtSXPSX CSCXLXL P,~ ÃnCORQCK& snd ZERO

savss~ eno, X ea satisfied, eve the yenese0 essed xn an4

ene executed the fnxegoing ce&iflnatei snd& X havlnS f&
node hnnwn te thee the enntents theneofp thug 4L6 aetna'hat

they nigne4 sea1ed end dell,vened the esne ee thule.
voluntary aet eud deed fez the uses and pecoses thefsin
exnueeeed,

,J

C

V

4
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Il

lf ...
CSSDISICLSS Of BSMSR

of
HhsSOL DSVSLOPSSÃf COSPOlOSIOS

l, In accozfancs vith'itle 1st of ths Dcs Jczsay

Stntntsa& B&J S& 14tglOW& &as anen4e4& as na4e an4 provi4efg the~ ~ ~

corporation sets&its tha fcllosiny Plan of MerSez& anness4 hsieta

I as Scheenls "A& 'n4 nasa a part hereof& hy reference as thoc9h

see forth at lsnfth,
2& 'he ncahaz pf shares oazstansint an4'entitle4 to

vota in favor of sai4 plan of lQlrgez& sre as foQowst

ta) Nansol cszsaica c&s»pany, 30 shares octstansiny, all
votin9 stce3f. 30 shazse vote% cnaninocaly in favor of the Plan

of Barger ~

) . Baacol Develcia&¹nc corporation& 2co ahazas cctstandinf&

votin9 stock. 20C shares vote4 enagnmsly in favor of tht plan
l'
[t Df Nezgez ~

3. sa44 asztcz was appzova4 hy the Soars cf Directors.

unaninocsly& of both corporations

4, the aar9az shaD hcccae effective in accozfance with

tha plan of s¹zfez& ainaxcd hezeto as fche4nla "A'& at the tis&a

of its filing «1th thc Secretary of State.

5. 'his is to certify that the fozsfoinf conscitetea

tha 'plan of Rczccz& as annene4& ics cnaninocs approval hy the

Directors «n4 szocM&ol4er» of the zsspectiv¹ cozpezaeioas as4

the Seta that it shau. hecose effe'tive.

Dates& Jencazy 4, 1970

she principal'office of the corporation
is lccate4 at 140 Little Street, SaU.evilie'&
Connty of Esses, Stats of Nss Jersey.ojl»)
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AdssENssp ot HEnott& dated the 9th dny of January

1070& hy an4 betreen NaSSQL NWSZCCPSRST OOSPouaTION& a rnrPOratL

organise4 under the lans of tbe Stats of Ssr. Zersoy& hereinafter

oalL+L "Osvshopsmn", anc HhnsoT onnaccxus 00scasy, a rorporation,

organisad under abn Bws of the Stato of Sn&c cTarsey& hereinafter
I

:! ea11ed "OEflhlQC5"

I(

I
'&&

1

I&.
& ViI'I

The authorised ospLta1 stoo'h of bavaloiccant otnsists of

1000 shares, class h ccrcmon non~ value'voting etroh& of uhioh

aoo shares ara Lseue4 end outstanding; snd 1300 shares of Class

B o&rcnon nones value& non~t w& no shares of cd&ioh ara issued

snd outstanding

The authorised capital,stout of caraalos oonsists of

30 shares of non par voting stocfc of which 30 shares arn issue4

and Cnctstanding. Open tbe effective date of the aerger. berein-

after provided for, there shall be 1000 shares of non-par voting

ace&con stooh to be L.ssue4 and'outstanding&

rh&c Boards of Direotors of hevalcun&cnt and Carasios&

xespeotlvely& dora it 4asirahla au4 in &the bast interest of the

corporations snd their stoohbslders that Developsent be nergeC

l into oeranioe and tbe corporations raepeotively desire that they
1

; so'serge under and pursuant no.the lees of the state of Sew stree
I

': ss aude and provided.

now, therefore. Ln oonsiceration of the preaises and of
fi'I
& the mutual ocwenants snd agraenents heroin set forth and for tbe

purpose of prssoribing the terna anc oonditiens of such ccergar&,

the part+ hereto oovanant and agree as follcn&sc

as soon a all ths f& llosing evanti shall have ~

happened& via ~
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ffgg.%w'&

k~'~'-'. '

'V

Qyf

lffw,~,: '.

~& '"Q&!4..~:-~~if,

! Q...'w~~glgi,,~.~;, Csaj&TH8$%+%%~
„.; .pg,A~%'~4'~siJ574.$'FY4

secrstazfss cg asskstint sscratssfss'f sash of snch ccAol'athma

'of Title. le of me'uszse;statnce'~.tesnssal.'rg4tfan'act-of

. encb eence he,
4 .'l'M~'r~w4~"++g+M'-i'~fl,p&w'@W~.,'~4',t'„~&gs4I,

of State of Rsii'ass'sly'' 1n iccaifunca'with Tftlo'l47li-10& of~ths

thessnyon navalssaent 'shnlI, hs faaSeK .to;have,mecrof yfth &anf

. «'!. +i@+'(~ ',"J 8k +y~~~Pjfjn'~p$ ;;.'p,;6:.5ig@
. fnto sssakcs which

~ ..s! i@ ~'l~~ lg fg~~fQ,

.S

'"t

ast- Ca cffsotfvs„'L

4 so. snxrL@

uarelcpasn'0 "anf'aiinakcs *acta &

hereMSQs.!casQesf'caXVaf';

~

Chnstktnant acrpestkonss„ane.~,fate anf'tkae.ahsn',Cqnii
2 '~""'[waist''-- 8'A

,tnent ccepocsthins, shall sense'",sn4'hoeone .~,Sassy

Cfcn afa''her~. fs'fag&4.'to" "'" '

I' 2'h a
of tho~ofnf,

+pPpq~a&, '. cj Q~gc'+a;

i~ '." ~A': g4". &'M~pa pkig@YF~&

.&~ 'i~'.2,; Tho"nsao. k ~
'

„, . acted,Py,".Xt,chal, ha ., asti fcft&h,
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of Ceracciosc aa aaendcd oo the'ffeotXve 4clte, Of. tbe aezger,'.,;.:
"I

., O': On ahs effiotiwse'datd of,'ths asrfsrc",ths'Pitjof-"fn ..

ooxporatioa of csrcaLos~,as ~ .to datil !a4 as 'it wklg." 'mendedby ths ~~oleo 'nf..consolidation'iled'~'ew,.;

Jersey shall be the Bct of',Tncojoration of thi~,farviv'i'::josfcsc

ation until farther «aoudad ss piovided-by, Saw, ~ '.

ea „On the effective dahe, A„ths ccerger&.„tbe. ay,lave of» +

oereaic, ae heretofore seceded, shall„'be,'ths ~1tws,of tha'Bar

vivinf- Corporation «otil tbe. sees shalt be altered,".saendeC4 em

rcgeeled, or until new By laws ibail hs edoptedi in accordance wi

5» The Board cf Directois cf.„'tbs.dirvivbcf Caryoiatioa~

shall'oasist of 5 nj;. (4) directori+ Jcnd "shall, hold'cifXf~ until„'~&','be
neat anneal aeytinf 'Of the S~fkCBheldeera, Of: th¹; Burti~ig$L~

corporation'" and uneJ.I. his~ an¹oessor,'hha11 have, been'uly.

rat )'7 w "did+ wz &
rsi

&

~~'Acr'&v'+~,";:-:

'POI&&.

t

A

4.
'j,i;c.i

I

Baal x. Birnbaua . 55 Best 55th Barest„r,
Director. '.; ', Bcw borh, Dew,Tosh, Ioolp@~k'A3g~'i~

Discover':". "':-'-'.-.:;, -,. abort.@lie;&Ãcw, Oerccrf.Dydyf
5 i"8 ~il.J'i5Zi aa ~

':" The'cciaoiyal officers,ef,'the. Burvivfccf,~thony„
'"6'." 6 " '-'~nggcccr~~544g5WP,

f whee shall bold office until bi~ "sboeesso '.aba1%;have:hecnldsly.'ooted

cr ayyoiated,sod shall have,tcslified,or,'.nn@. hii'irliar
".e '.''.'.i p, vs c, ':Ai"a&i(qp,,".4v'Qg~~~~)~~&4'!iVj~+gt„"'

'
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cc

, I

tj„..
1i

places of zesl4aooec ss4 ycsct offioa addreaaascc aze as fo1loccsc:,cC,'.„'

~d p. 5izdhaes ":.'",',','0Oc~'s'"hal lding'."magic"'g'.'haiocan

of tha hoard „'....' foahesteL &
Ic' .,16616;.

sannp Srooher-,'1 Riohazd naive:,.
pres@lant '. ' Chgr't'RLIIac No.d,:07070 '

Laaaard W, hsrrell:, .50 Creaoeat cfarraoa

i

6 0 the effa tim 4 .ta of. tb'a'geri th» ~ :-;.'rl:.-

asoant of oapitai stczdc of tha.snrvivtog,corporation to',be aothoz
';opt .''.'; 'rkjil 'p'cl '':;,.p~+1$'/I'pc+)@gq

tba nasbez Df shares +to ldcioh the(eapita1'toob islte'bcc w

ICOO abaraa Oethori ed, aea-ParcVotdng', 'DOZE n'toahC SaS,',", j~~

sh zea thereon to ba isaaad te the"pzaaeot"etoexholif~ 'og~ez'

35 shares thereof to be Lascczd to tbe present atoohboldezs off,.'r':

corporation shall be deesad amended in eoord ~ si

','c,

JE

.I

to tba log cozpcc tom shsII 'ba.oases,, reoordSozviv a lied ok chad

@he respective aozporations that paxedym mlaotzooiea corp.&'e.~":,'.

the stooMcoldax of .10%6 of the Leaned azd.oatstanding oapital;,,.;@&

etoeh Df nccvelogccent azd cezaad.ce aod'aooozdingIp cciII be the'~i.'&~,

2 Df 10% Df csee ieeao& aad Dutatapdiag Dapital.atezh 'cif'ciz~lc

tpon tha isseaooe;of ths.'zhizes 'ofcoapltai,'stgohi p i

.~q,&i; i;f~&'

as provided hereinabove, Ln.~, foz cdca,'shszae,of neveioreaiczct'nd

czzaccica. in the dvzviv~~ coryoragfonu,tbe shares zo eo4ez

. ~ '..,„ogden c
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cormoraticneo

C„ th effective date of the yasrgsr Pevalognsnt

shall cease to cod.st separately nnd shall ha so nagged vith an

into.csrsnics ih accordance With tha provisions of the hgrss'neat

and in accosdance vith the provisions of and vith the effect

vided in gitle 14h of the gco dsrsey Statutes Olsv gsrssy corpora

tion Act), ai snsndsdi is sade asd provided. A~ provided check

in, on the effective date of ths nsrgsr, the Surviving cerpsra-''ionshall possess all ths'righ44 privilegese gewsrst franchises
I

and 'trust and fiducf.sry duties, psvsrs, and obligations. as nell
of a psbLLo as of a private nsrcre. and be su2rJsct to all tbs

restrictions disabilities nnd dutlce of. escb of 'the constituent

corporations, and s11 and Singulac, the rights, privilegesr

povsrs, duties& an4 oh11gstions, of each ef th» cccstitusnt cor

pcrationsi an4 all property, real„personal, snd.ntnsdi,snc aQ'.4

debts due to either cf the constituent corporations on whatever '!

account, as eall fcr stash suhscriptions as all other things in '.

ecticn Or.haXQtlging tc Snob Of the',,Cene'.anent CcrPSrstiine'baQ.

PS Vented, in'the SuisiVing Ccrgoratdcn; Sn4 all Prcgerty, rfghte,'

privileges, posses, snd franchises& end all snd every other in

tercet shaQ. be thereafter as effectually ahe property of tbe

curvivtng corpasaticn as tbsy sere of the respective constitssnt

corporatsen~ t and tbe title co sny real setatei lbethsr vested

.by deed or othsroise, in ektheg of the Constituent~tides'hall

not rivsrt or be in sny nsy unpaired.by reason of'ha.asr

ger& provtde4 bossvcri that all,.rights of creditors an4 all"."''''.

liens.upon any~ Of aithsc of the Cons&scent corpore~
I'hall'he prsqervee unhapawed, and all debts,'.abilities;
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I

4uties of. the respective ccestituent corporations shall thence „
.'r;

fcrrh attach te the SuruiVtuS Corporaticas and aay,he",enfcraad

sdsinst i,t to tha sane ostent hs if such debts& liabilities, and'utieu

had been inourred Or Ocntraeted by tba. Surririuy Ccrieva-

tiou»

S Pass ttue to tbsei ss and vbea rtuiuested by the.

survivtnc( corporation or by its successors or assigns, Develop

I neat w! i ~aerate aad deliver, or cause to bc erecuted au4
I

deliver~a:,Lx such 4eeds and other dsstruaentst and vill tahe

'.JJ

S

\

'&i

or cause to be taken such 5etbe or other action aa.the surviv-
I',

iny corporatioa say daaa necessary or"desirable iu order to vest

acd ccadira.to the'Survivtnj Corporation tddle tn an4 pcsseseioa, "
p lg

of ail its property, rights, privdXoqes, pcvsrs, aud frsacbisea
- 'F.

and cthsruise to carry out tbe intent and purposes of this ASrae~:

10. Tbe location of the:,prindipaX office of the Sur»~i%&;+

vivXSS'Corporation sbiXX be X40 Aittle Streets sellevillo, gsu,j~-
zersey.'agitsrid aciiat,So1yelrrsn ~ "";":": ' "',:-.;.".g .

xx. me Survivtnu 'Corporation hereby reserves the i~
to aaeod& alter, chango, or repeal any prcvishm contained in ies '

Aut Df zncorpcrahipng au froa tlsa to tiso enondeds and aoy pro„,','iaion

containe4'in'tbe ASrecuaat, iautbe smqaea'ncw or hereafter"

prescribed by Xaw or np such?lou+ as Iree ukoc cc 'hkEa acccscdt '

~ j

and all 'rdqhta Snd pcueru Of ubateeeuer nature Ccnferred"dn'Such.&.,

Aot 'of Tuoorloration, as fuon tine to the sreoded'. or herein,;,".'~ '+

usou eny etochholdar. director,, officer, or any other parton,,aie "

. XS %XScNS SSSSSCy,'laascL Cersnics Company snd.danae .; '
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5

'4",v

&
j'....

'V

Doveiofs5ent Cjoryoratfoa,. have'.caasecf tufa Alroeaent'o be kf5jned:::,

fn ihefz corporate oaia.'e hJJ" thefr respectfve rrasfdents or vfca-
I 1

Presidents and their resyeotfve.secretaries oz Assistant Iecre

tazfee o'odez the'eals o8 the oorporatfons. alf as oi 85e aafj snd

goer Cfzst stove 5jzftteoa
. ";.'3:,5,,

crrA55z coatef5r

;I ~

gP ~~. r~

.l

&'S,y

$
P" ',i ..
I I

gjv,', ~

g'v("
0.. &.
l4t "g

Attest& gj5~~Mn ocvszop, cc4ponarxos .
':

President.,

I

'": I.'"
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CSSTXt&ATS Oy SSCSS5QK CF ÃhÃSoIs CEWWXM~y a aotpotatiLDa

'I

Tea Ql to aethffy, aa Seeastaty of SaSSCL CEgQKgg

CMP7Ã!a that tbo 5eegoiat afsssswt ws aCciphs4 by a saycgIty ''..

crf tba atoc)QI0Mags atid CLTsctssa

5th day of'ansszr,.i%0.
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'Fil
I

Fl I

CNNIPINLS CP SSCSÃllÃf Qf '!iota'EVtfOSQST

'OMOOaTIONJiaCpigraattm ' '' '

l~w Ia he &~ate, aa seoaatatp OI Ntosor. useepooop ..
I

OCSPORRNOS, that the &cage jag ACgaeaaat «aa aOOPtkK bji.a,', l:..I( .

, I''( IJ

sa5erlty ot the atoehboIdeL'a an@ Oiaiotoma ot'he eexpaaatIoe
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(

STATS Oy HEN JBBSKSx

SS'CCNTYCy

SE TT FJREMSRhW that on this CP~dsy of Sanuaxy
~ 1 the year, Cne Th~~i Ni e Nundred snd Seventy, before ne,
I the subsor1h x, a Sohp~blio of Nsw Jersey yersonally

axOeared.
eho, beieS anom on his nsthg doth deyose snd mane
'Proof'to my satisfaotionx that is the Seep@tery of~sob,
Zlevelopment Corhoration, that Q~A4
named in the Zthin Zne~t s the sident of said corpora'ion; that the.caeaution, as we11 as tha msbdns of this xnstx seen
hae been'uly authoxised by a nroser resolution of the Board yf
Odreotors of said oorporadice; Chat deponent.nell knees th»'o~rate seel of sa1d ooryorationg and the seal affined «o said
Xnstroment io suxh coxTorate seal snd Was thereto affined and

~

said Xnstrument sinned snd delieered hy said yreeident, as and'
for his'voluntary aot and deed and es and, for the voluntary acs

I "and, deed oi'aid oorooration, in nresenoe of deponent; sho
l thsreunon subscribed his name thereto as mitness.

sore ary
Sworn and subsoribed before



AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2019

O
ctober15

10:32
AM

-SC
PSC

-2003-200-C
-Page

34
of130

sTOIBT BBSOWlTIOB OF BOhrn OF DZFBCKORS

and SIOCBBOLDERS
OF

~ Nlrron crrhnzcL coHphBF

ht a special joint naetinB of tho nourd of nirsotars
!

3 of Bsnsol Cerasice Coapsny, 'and upon notion ns4e sn4 duly carried,; '

I
:; it vas unaniaously resolved chat the folloviar rssolutiou be
!i
, approvs4a

"t

"nn ff nrronvrn, tha't thu corporation be snd hereby,
is authorised to sut upon a.Plan of. Bs!oger between Bansol
cm;suios cmspsuy ssd gunsel neveleroent corporation,
sn4 the sweudusut of ths Certificate of tuoorperirion,
in accordance vith rhe provisions'f chs plan of Bearer,
aud be it further

s narovlro& abet the President of the corporation be
author'iaod to execute the hsresnent of Berger, dated
the 6th day of January, lfyo, an4 to execute such other
snd further doousmuts and Certificates as nay be,ro
quired".
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JOIST $0$OIJuTXog CP acean CF DNjgCTORP
~nd Stochhol4ors

of
HMsoI, Dsvsfpppjefl'onpojpjglos

I
I

I't
a specfal feint meeting of the'nead of Directors'i Nanscl De'valopasnt. corporation. and upon motion ma4e an4 duly

.:; carried, it mas «nanimously resolved that the follciting resolution
I" bo approveds

~as IT nssohvsn, that she corporation be and hereby is
authorised to aot upon a plan of Merger betsoen Ksnscl
beVelOPSent Cutperaticn and Nanacl Car'aaiCe Ccmpany,
and the amendaent Of tha Certificate Of lnacrpcraticn
in accordance with the provisions of the Plan of gorger,

;j and he it further

RSSODvED& that the president of the aorpozatLon be
authorised. Po esecute the'agreement of gorger, dated
the 6th day of January, 1970, and tc'xecnto such other
and further doaomeats and certificates as may be re-
guired"

M~ p
searetasy
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F I LED

cfog ny xgoospcNhgxoN M~ K 800Ks

09(q(.s(,
The undersigned,hereby certifies that the following .ie an

amendment to the aertif5cafa of incorporation oi Kansol ceramics
coepany(same being eric)ina13y filed March 9, 1950), 4uly authorised

, by e vote of che shareholders,all'in accordance. with N.z.s'.a.
14hc 9-9 (4) . xn accordance with the rectniremente of N, 8, s.a.'4Ac9~4(a).,'the following information is set foxthc

gXRKl. The name of the eorgeration is Waneal ceramics
company ~

IRK(I(QJ. The Ccctkfioate of xnoarpbration fiI,ed Ãarob 9,
196a ie hereby amended to change the name of the corparation to

eoemm 'zsa;

. RKQ@a 'n February 4,' %994 r Tata1-Tel 'ea
communications, xno., the sole shareholder in the corporation, by
ucsncimoue consent of its Soard oi Directors, consented to the abave .

amendment e

ZO))RIEL Tha effeotiva date of this amendment ehaU. be
e date of the'filing hereof.

xN,VL%%Ess MERRscy, the undersigned being duly authorised bytha Board,of niredtors, and wiCh the oansent of the sole
shareholder, does hereby eet his han4 and sea.l this ~day of
Pckscuary, 1994.

kRTR9%"

president 9
Chief IMecutive'fficer
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C %ORE Rov X,t/93
Naw Jersey oepattment of the

Division of Revenue
Costi'.cate of Aiaendmsnt to the

Cattificate, of XOoorpoÃation
(Pot,Use by gkleestie pter t, Coaposaticns)

'useuant to the yxcniLsions of Section 14ki9-E .(43 and Section
14]k:s»4 (3); cogpmcations, oenesal, of the Rem' Tsey StiLtuMsq
the undexeisned„corporation eseoutes. the follomins.Certificate ef
Mendme&c to ice'extifieate of Xnccrspoxetiona

TRe nemo of the corpcmation f,s~ To1ALWXx, xhvc..

The foll|osincr amendment to the ceitifioate of rnco~otation
was. eppxcwe8, by tbe diteetozs end thexekftev du1y adopted by,
'the shareholder of the Desperation on the anm day of Ray.
SODD ~

Reset~,'hat Article px3sp of the cettifiaare of
XnoeWoration be amended to seed ai fa3,lepra:

pxLma %he name of the eoxpoxation is caw'iota, mao..

3. Xtxo nun%ex of shawnee outstanding at the time of the, adoption
of the ateendmont wae a Rot amplioeblo
Xbe total number of shames ontit1ed,to ~to the'eon mao,
Rot hpp1ioabXo

4 ~ 'We cumber af shstes,~tin@ for acct against ouch. amendment
'is as follows:

m'ot applioabla

zhunbea of. shares

mot kppli.oabke

batecL this M . day of'Way, RODD
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8FA'IK OFSHY~
DKPAkHHZhPTOFTREASURY

HKJÃC CKRl1HGGTON (CKRlZHEP COPY),

CQ75TA, PTC

I, the Treasurerpf the State of¹u J8rsejj,
do herebY cert', that the above named business.
didf2e and record m this department the below
listed document(s) and that theforegoing is a
true copy of the
Certificute QfIncorporation
Certificate OfMeter
Certificate OfAmended'

. Certificate OfAmeiidment .

as the'smneis taken and compured anth the,
original(s)P'ledin 'fjRe on the date set
.forth on each'instrument and noto remaining onjile'nd ofrecord in eq opec.

IN TZSTMOÃY WEKREOF, I tuni,

~my cgchd sad
ak Xnmhe, tJie

24th day pj'JNIy, 2NN

4mk 4i %gk
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EXHIBIT "B"

FOREIGN CORPORATION QUALIFICATION

17
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The State ofSouth Carolina

Office ofSecretary ofState Jim Miles
Certificate of Authorization

I, Jim Miles, Secretary of State of South Carolina Hereby certify that:

TOTAL TEL INC.,
a corporation duly organized under the laws of the state of NEW JERSEY
and issued a certificate of authority to transact business in South Carolina on
October 27th, 1997, has on the date hereof filed all reports due this office, paid all
fees, taxes and penalties owed to the Secretary of State, that the Secretary of State
has not mailed notice to the Corporation that its authority to transact business in
South Carolina is subject to being revoked pursuant to Section 33-15-310 of the 1976
South Carolina Code, and no application for surrender of authority to do business in
South Carolina has been filed in this office as of the date hereof.

Given under my Hand and the Great Seal of
the State at Columbia this 28th day of
October, 1997.

David M. Beasley, Governor
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EXHIBIT "C"

FINANCIAL INFORMATION

18
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20Q2
Annual Report
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

thrashington, D.C. 20848

FORgl 10-

ANNUAL REPORT PURSUANT TO SECTION 13 OR 18 (d) OFTHE SECURPlES
EXCHANGE ACT OF 1834 .

(Mark one)

'or

the Fiscal year ended Janus

OR

For Inn ennrssnn series sent ~ et

Cnmmhslon Pge Number 0-2t80

CO Sl' NIMUNIC TIO INC.
(Exact name of Company as specNed In its charter)

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1834 (NO FEE REQUIRED]

New Jere
. (State or other]urlidhtlon at

Incorporation or organixatlon)

4808 Nl 58 North Chatta'na TN 37 16
pCode)(Address of prlncxpal executive office)(ZI

Company's tehphone number, including area code: (423) 84M700

Securities re'ghtered pursuant to Secgon 12 (b) of the AcL
None

Secunties registered pursuant to'ection 12 (g) af the AcL
Common Stack, 8.05 par value per share

ss'I nlsSss:
(I.R.S. Employer
ldentfflcetlon No.)

hdhate by check mark whether Cavtsta Cammuniixcsans, Ihc. Wavtsta" or the 'Comp~(1) has Ned sg mports
rsqubsd to bs Nsd by Secgan 18 ar.15(d) af ths SecurNes Rmhsnge Act af 1554 during ths precsc5ng 12 months. '

(or for such shorter period that Covhta wss required to Ne such reports), snd (2) has been sub]sat ta such Ning
requirements for the psst 90 daycL

Yes~ No

Indhste by check made 5 dbchsurs at dslhqusnt Nsm puriuaut to item 405 of Rsgubdhn 8 K h nat contained
heroic, snd will nat be contained, to the best af Campan/s~ h dsthNvs proxy or hhrmathm~
hcarporsted by mference In pan gl at Ns Form 104( ortmy smsndmsnt to thh Form 104C

hi

.Aggregate meket value (bsssd upcm a 5429 cdadng pche) at. ths vathg skdk.herd by uansmstes af cavbta as at
April 50, 2INh 81~1 1

Number of shares of Camnian Shck autstandhg an AprÃ 80, 206K 12.58tk949 .

'ocumenh Incorporated By Reference:
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6 INIS

Csthh mattea dhcussed h Ns itnnuel Raped an Farm 1044 sre "farwarcWaaktng shhmsnhP hhrzhd ta
quaSly for Ore ede barbar fren Ihblky pmvtdsdby the Pdvah Sscurt5es LNga5an Fhhmi bet of 1885. These~
hakhg shtemenis can gnerasy bs ldeaEed as such becsuse Ste contect af Ote~wN hciude wech sech as
Covhta 'beSsvse'., '"anSdpates'., "ezpeckp, cr wash cf skr5ar'epack ~,~ wMch dsscdbe Covhhfs
Takes phms, obfec5ves ar gaels are aho forward4ooldng~ Such hnvanl4aakhg~ es stdfeot toe

certain risks and uncerhln5es whhb are described In chse prcccknRy.to such tlstemenh and wtdch coukf cause ached
resulh ta dssr mahrhRy fiom those snsdpahd as,of the dah af thh'epack ShalshoMes, patentkd invsshis and .

aOter nmdsm es urged to consider times fedora h~ Ow INwanf40akhg shtensnh eld es esuttonednot to
piece undue rsfsnce crt sudt fc~ng~ The folvmAHcaldng~ ktckrcbd hesh sm coty
made as af the date af Ws fhpart and Covlsh~ no abStpuhn h pubSdy update much hrwsld4oddng
slatsmenh to mRez subsequent events or dmumshncea

. fTEM 1. j ~st
CSeneral ~

Cavhta'was Inca'rporehd In 1868 as Faradyne Bsdmntcs Corp. In November 1881, Covhta changed Rs
name from Fsradyne Bectmnhs Corp. to Tohd-Tel USA Communhsgons, Inc. In September, 2000, Covhta
adapted lis present name, Cov'hta CamrnunhaSans, Ind

Covhta h,a long dhtance tilecammudcaSons, Inhmet and chas services provtder. 'Covhh operates trro
dhOnct business segments: retail and wholesale. The retaS sslpnent pravldes hong dhtance, data end Internet
services lo small and medium stzed businesses, ptindpally h the Northeast region of the Unked States. The
whalesafs segment sells tong dhtance telecamtnunhathn servhss ta other caldsm for resale. cavhta uglzes its
own switching equipment end leased Sber cpRc transmhslon cable. Covhta's products and services Inchde a
broad range of yohe, data and Internet saic\Iona, Induding hng dhtsnce end to54ree services; cegng cards, data
Internet access, virtual private network, directory assistance snd telscanfsrendng ssrvhas, The whohsals dMsion
provides'omestic and Internstlanal termlnathn services ta crkdsm worldwfde at ccmpstRive.rates, Covtsta.
qunsntly owns and operates three switches, ane In Nsw York CRy, one In ~ Nsw Jersey, and ans in
Philadelphia Pennsylvania snd announced phns to expand to addNanel switch sites In MlnneapaSs, Dalhs and
ChattsnocgrL In July 2001, Covhta announced that it had acquired long-tenn access to natlanvdde networK
facSitles comprising 2,822,400,000 channel miles of teleccmmunhathns cspeczy measured 5y length at vdcs
glade dmults. In addition, Cavista cunsntly alfem Internet servhes using two routersthat It enure and aperates.
lacated In Nsw York City and NorOrem Nsw Jersey. Covista processes apprcndmatsty 86 percent of aR ih csS
volume thtaugh Its own tacsltlss. covhta also operates a netwodc operations center In Northern Nsw Jesey to

, manitor and conuol Rs Nsw Jersey'etwork snd to coardlnate Its varlaus services.'In october, 2001; covtsts
announced the apenlng of a new call center tacSity In Chattanooga, Tennessee, and that It ts planning to relocate
Rs corparats hsadquemm to Chattanooga fram UtSe Felts, New Jersey. Cavhta previously wes Imawn as Tatal-
Tel USA Cenmunhathns, Inc..

'n ths rsta5 market, Covhla has segmented potsnthl customsm and taSonxl ih servhe~ salsa,
marketing approach end network devehpment to pmvlde servhs lri a cast-effective manner. covhta bs5evss ss
custamsr service to be ane of Ih.prfndpal comps55vs advantages. Covhh appSes a decfcahd teen eppmach ta
soscRlng and servhlng ih csents, vtRh ubstsrdw hvalveremt of sales, custamer senHce and tecbnhd pirlernnel
In ag aapech cf cuatamer relagons. Covhta ROends ta conSnue to focus Rs elforls an sma5 to medturneized
businesses wgh.sales of 81 rnlslon to 880 mEan snd monooy communhathns blRs that range fmm 8600 to
830,000. Cavhta's hcus on custamer aervhs hss also eiahlsd It to aRmct larger costumes. Durhg the faurth

'uater2002, Covhta conunusd cnqrendtng selvhrs hto ths reddsnthl letsS marlret wRh a new'roduct otfefng.

. Far Fhcsl 2002, Covhta lied grass revenues af approxknately 886 miNon, delved sppnndmetsty 68&
fram whalesah and 60% fmrn rstaS servhss. For Fiscal 2001,'Covhta's gmss revenues were apprccdrnatsly 8134
miNon. Covtsta's tetaO sales acOvlties have been aancentratecfIn Northern New Jersey and Nsw Yerk Cky, where,
Covhta heSsves, apprccdmately hag at ag United States muklnatlonal coqmraOans have ~m Sased an
fitdustry sources, thh area la beSevsd to represent 40% of the total UnRsd States htscammudcattcns market. For
!hs near tenn, at least, Cavhta Intends kf cardlnue Ih efforts on further penetrating cammsrdsl uses cf ih esvRurs
h the Northeast, fiom the Washington, D.C. ciarkst Otrough Sedan, Messachussth, 'and to augment Oie,servhes
otl'crud ta Ih customem.

Ccvhta's phndpal executive aNces am haded at 4803 Ittghway 68 North Chathmaogs, TN 3141 8, and
Its tqlephane number h!423} 64M7OL .
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Natoryand Industry ffavefopmenf

Prior to 1984, ATET dominated bogt ths focal exchange and lang distance marketplaces b„~&
. operating eritltlss th» provided both local exchange and kmg dk»ance ssrvhes to uxx» of the Llntmd Btm
pcpuhtlon. Aghcugh long dlshmce compsUUonbegan la emerge In the late tgfgs, the cgkxrl ever» g@ m m

.

growth cf lang dk»ance compeUUon wss the bmakup of ATBT snd Ole Separation of Ns local and Iong re„~
businesses as mandated by Ore Modtgsd anal Judgment (the 'MFZ) relagn9 to the breakup of ATILT. To foster.
competklon ln tbe long distance markiit, the MFJ prohlbihx(,ATBT's divested local exchange brx»nsuunL ths
Regional Bell Cperagng Companies (%8CCrP), from soling ss slngtsscurce prcvidsm ot telecommurdnmcne
services

Although the MFJ established the preconditions for comp'etlticn kt Ots market for long dhbmcs servtces ln
1984, the lnmket for local exchange ssivhes has, unB recon»y, vkhratty bssn ckxred to compeUUon and has ~

largely been 'dcmhiated by regulated mcnopoHes. Ettons to open ths focal exchange ma»mt begiit kt the k»e,
'9N$ cn a stBtsby.stats bru»s

1

The Telecommunksgcns Acl uf 1998, (the '1998 Acy), kr conch(em» to be Om mostcomprehensive'sfomr

of the nsghn's tsleccaununtca»cns laws, affect ths development of compettgon for local tsleccmmunlcrmons
services. Ths 1998 Act provides for ths removal of legal bantam to enhY Into the local tetecommuntca»cns
services market, the Intsrccnnecgcn ot the lncumbrx» Local Exchange. Carrkrr (ths 'ILEC7 nssxork whh.
ccmpeUtom'etworks and the retreat»cn ct Ois regula»on ot certain teleccmmunkagons services pr'svtdsd by Local
'Exchange Carriers ('LECrP) and others. Procedures and mqulmments were established lo be foycwsd by ths
RBOCs,'inr»udkrg the rsqulmmant that RBCCs offer local services for meals as a prscondlgon to their.sntsdng Ilhe
lang rystance and tslsconununtcatlons equipment~dng markets

The contfnuln'g deregulation cf the teleccmmunhattons Industry and technological change hss msulted In
an Increasingly Infcnna»ondntensivs business envlrorxnent. Regulatory, technctoglcaL marketing and comps»»ve
trends hase substangsly expanded Ccvhta's opportunities In the converging votes snd tk»a commonly»cns
services markets. For example, technological advances, IndudIng rapid growth ct the Internet. the tncrsassd use
of packet swgchlng technctcgy for voice ccmmunkmgcns, snd the growth cf muitknedla sppllcsUons, are expected
to result &.subxtan»at growth In the high'-spsed data services market.

TI»s nsw market opportunity should permit Ccmpeu»ve Local Exchange Carriers (CLECQ wkh cperaUng
and marks»ng exper»ss to ctfer a full range ct tslecommunlcsxons services, Including heal and long rSjtance
cslHng, toll-free caging, custom calling features, data services, and Internet access ahd ssrvtces.

'elecommunications companies wlh an established bass of long distance customers may have an opportunity Io
ssg additional servkxss to such customem.

Covlsta hss observed that RBCCs and the Tier I carriers (carriers whh annual revenues In excess cf 88
bHUcn), prlman1y concentrate their sales snd marketing efforts cn reslden»sl and targe hu»russ custcmsm. Thus,
Covlsta believes there Is a slgnigcant market opporhmity whh mspect to small and msdknHrbsd bus@souse to
which customer service may bs a stnntlcar»part ot their buying decision. Ccvtsta hss aho entered the mal»engr»

keg rystance business which Ccvlsta had not previously ccncsntmtsd lts marketing sgorts.
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Nstworlr.

Covista'a slrategy htm been to devefoP a geogmPNc concenbsBon of mvenue1troducbtg oust~em
through the sale of tekrccmmuntcaHons services In msas where it hse InstaHed switching pkdforms.

Cuttvmt Nebeork

SwBchsa CunenHy, Covista opsmtee an advanced tefecommunkmgons network Biat Incfudea thme
Alcatel~ located tn New York CHy, Newark. New Jersey and Phgadstphh; Pennsylvania The phHadelphfa

.swHch was acquired from a lnerger wRh capsule commurdcagcna (sss subsequent Ev'inta). covfsta has InataBed
Akmtel DEX 600 switches In Newark and PhHadelPhla and.a Megahub DEXSOOE swHch In New York, whhh

c provides fntersfmhange switching cdpabiHBes and Is cunenBy being used as Deviate's International gateway
switching pkdtbnn. Covfsta br InstaiHng three Ahatel DEX 800 swHches, one In MtnnespoHs, one ln DaHss and ons
bt Chalanmga whhh are acheduhrd to be operaBonal In FY2008..

ln July.SÃ1, Covlsta announced that 5 had acrtulred long-temt access to na5cnwlde nehvork facmBea
cornprlsing 2,822,400,000 channel miss ot telecommunications capaily measumd by length of vol~rade
ckcuRs.

During Ffa'caf 20IHr„Covtsta bHled apprudmatsly 1.08 bBHon minutes, with app~ 88% of Bs-'" mtnutewoverlie uwn switches. Covista beHeves that Increasing the trefHo carried on Hs own network would Improve
operating margine.

fntsmstfonaf Covista Lv Intemonnected with a.number of UnRsd States snd foreign wholesale
IntsmaBonsl centers through Rs New York switch. The purpose of connecting to a variety ot catrlerr tv to pmvids
etateof-the-art, fewest~ muBng end,network reHabglty. These Interconnected IntsmeBonat casters are also a
source of wholesaleIn~ trstgc snd revenue.

Internet cunenBy, covtsta owns and operates an IP (internet protocol) Network that Inrfudes two clsco
7800 routsm, located In New York City. Covhta sho owns and operates an Ascend TNT mrnote access sewer
(RAS) located in New York. The RAS provktss dist-up tntemet access service+ Through asscdaBons whh
provklers of wholesale DlgRal Subscriber IJnes ("DSL"), Covlata offers DSL internet service in the phHadeiphia,
New York, New Jersey.and Co necticut markets. Ccvkrta also oB'ers Internet services over dedicated DSO, DS1
snd DS3 dtgihd transmkrskrn circutts.

Other Easturirs. Covista Ia krterconnectsd by SS7 out-of-band dlgilal slgnaHng throughout its network,
The SS7 slgnaBng system reduces connect tiros delays, thereby ehhancbg ovemH network sfBckrndss;
AddlBonaBy, tbs SS7 technology ls designed to permR ihs snudpated expenstcn of Covlsta's~ InteiHgsnt
Network ( AIFF) capabHlties.throughout its network. covlsta's advanced~ pfsBcrm would enable R to 0)
deploy features snd funcBons quhkly throughout Re snBrs network. (5) ezpand switch capscky in,a ccet-effective
manner, and (Sj hwer maintenance costs thmugh reduced trahing snd spars pans requirements.

Secudfy snd ReBabfBfy. Covttta has a Network Cpenutng Center {NQC) In NorRwm New Jersey, wtuoh
mcnkora and controls Covtsta's network and cconBnates its vmlous servhes hom a central locrrHon, krcreastng the .

." sscurRy, reHabgty and efftdsncy of Cov(ebA operaBons. entndlzed electmnlo monitoring snd contml of Covhta's,
network aHewe Deviate to avoid dupHcaBon of this kmcHbn kr each switch site. The NCC rdso helps reduce
Cwlsta's peecustomsr InonRodng snd customer seivhe cosh, In sddtBon; Covtata's network employe an.
'authorized access amhltecturs..)Jnfke many telecommunlcaBons companies, which aBow universal access to
their network, co@lets uBHzes an automsBc number den55csuon securRy acmenlng arohlcturs whhh ensures
only the~ Number Iden55csBon (AIBs) cf those users who have subscribed to Covtsha'e servhes snd
have saBaBed Covlshys cre'dh and pmvbdonlng cdtsrla have access to the network. Deviate beHeves that this

rchHectum provkfse Covtvta ths aMty to hetter conbol bad debt snd franc( In a manner which ls invisible snd
no ktrustve to the customer, TNs amhttechtm tdao slosh Covhrta lo huger.manage network capadty, as
unauthorized and unphnned usem cannot access ths netwotk Covtsta plans to relocate Bra NDC to ths Corporate
ffeadquartsm fn Chattanooga TN In Fhrcat Year BOOL

INCI 0

Covfsta offers rstetl tetscommurfcaBons servfcss prlmarHy to smaH and medlumelzed businesses and
residential long cHatancs users. covtsta'e rstaH service oifedngs currenBy include long distance snd tpgbee
services (boih with and wHhout an AIN), mulBple access.opBcns, caHlng card, dahr, Internet 'access, DSI ~i4

xa..s a ~eHn and
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Rhtsll Servfcea Covhh provkfes telscommunhagons servhea to over 10,000 commmulsl custom,~.
prlmmHy srnaN and me~ized businesses loaded in the Nodhesstem rsghn oythe Unlhd Shdsa. Ccvhh~~
rehN servhes through Ns lefspsndent marksthg reprsaenta5vss RelaN commemhl ccmmunhathna s'snHm
accounted for apprcxdmately 80% of Cavhh's Fiscal 2002 revenues, and produced revenues cf approxhnatsty
847,423,000 in Fhcal 2002 and 883~,000 In Fhcsl 200 l. Rstag ravenous feg'in heal 2002 dus h dxrHnu
dawnwad prldng pressure and rsducttans h volume, whhh Cavlsta stbthutss to ever Increasing campsNNcm wNhh
the industry. In.addl5an, the aNack on ths world Trade Center an September 11. 2001 had a direct negsHve
impact on the rshg~ of Covhta due to damage to the switch !seated In New York City, WhHe Caviare
begews that lt mpy nmxn to Hs prsvhus volume lave@, as ths worldwide demand for ccmmunhaNans ssrvh
increases, it siss hegevss that the Intense compe55an for those minutes fram other teleccmmunka5ans prcvkhm
wtg con5nue to fame down Fr@ca Thh cardhued dowmwud slfect on prhs msy adversely iffect operations.

Covlshfs retag services hciude ths hgcwhHF

~ Long Dihtanoru Covtsla offers a hH range of swHched and~ docnesNc and ktternaNansl lang
dhtancsssrvlqss„ lndudhg I+ cuHxxrnd ssrvhe in aH 60 states along with ghbal hnnlnatlan h aver
200 counhfes. Lang dhtance servkss Indude Intrs4ATA (Lacal Access Tennlna5ng Arse), hhr4ATA,
and warldwlde IntemaHanal servkss, Long distance features include boih veNted and ncn-vergled
accaunting codes, sts5cn-tosts5cn'calNng, thlnkrarty cagng, cHrsctory~ and operato~krted.
calling,

~ Totf4tss Ssrvtcsm Covhta olfers a IuN range of switched and decHcatsd damesfc tog-hee services,
Indudlng tog-free adgtn»5on!n ag 60 slates, International toN-free arlglnstlon fram aver 30 ccuntdes, and
toN-free directory asshtsnce. AIN enhanced laH-frss servhes Indude the foNowlng hetursm Command
Reutlng, Dlahd Number'kfenHNca5on Service Area Cods/Exchcmgs Routing, Real Time Aulcmath
Number ldentltlcatton DeNvery, Dayof-Year Routing. Dayof-Week Rougng, Timist Day Rou5ng,
percentage AHocatlan Routing, pIN prohcted 800 services, integmtsd vakw response services snd store
locator services.

~ Access Opllons: Covhta ogsrs Hs long distance and tcH-free customers muiHple access aptians,
hdudhg dedhstsd access at DS0 D81, and DS3 speed(s) snd switched access.

~ Calttng Card and Servtcem Covlsta ofters nationwide swHched access, customized cagng card
secvhes. Customers have the cpHcn of caHlng cards, whhh are personagzed, branded ar gsnerh.

~, Internee cavhta curisntly afters htgtHIuaiky, dedicated DSL and disap Internet access, cHn»H, Ip
addressing and Domain lsame Services,

~ Data Servlcest Covtsta olfem advanced data transmlsihn services, hcfudlng pdvate Nne snd.Frame
Flelay servhes. Data ssrvtces have muNlple access options, Indudlng~ cxxxrss at D80, DS1,
and DS3.speed(a) and switched access.

~ 'Customer HHanagsment Control Feahuas: AN af Cavlsh's cushmem have.the cp5an of ustammlzed

management rspodhg fegturis~ Indudlng hhrstats/Irdrastats area cade summaries, hsms5cnaat
dsssnatlon matdx, dally usage mmmartes, state xummarhs, time of day summaries, dunnlon dhblbuHun

mstdx, exception rsporHng at Iong duraNan cage, snd Incomplete and blacked call reparHng.

Hyhcfsssls ServHowa Ccvista allele the fcHowhg wholesale servhem domesHc snd Inhnra5onal tsnnlna5an, switch

ports, calocathn fadlHhs and transport sonless to a bnmd op»chum cf dainesth and hternatiansl aarrhm. Cavhta
affem intemathsai wholesale tennlna5cn and trsnspart servhes prlmarNy to domsa5a and hhmatknsl
telccxnmmurscs5onscxurhrs. once covhta hlmcannects wNh a csnhr cushmsr, ths canter lnay uslze cavlsla an
an succeeded heals, epencHng upan ths prkhg offered'by Covhta and lh campsgtom ss well as capscby.
Cavhla hss been tsshd and sppmvsd 'as an sulharhed carrier for, and lnchded In the muNng tables cf iH of Ns

long dhtance and Intemathnal csnlei customem. Covhta's whalesale resuNs were ssvctrety affected by the .

September 11 tenodst agack. Ths ccmpsrry suffered the temporary loss of Ns New Yerk Cky awNch, whhh h
situated ln the Immediate viduity af ths wodd Trade center. As a result, Cov'isla Incurmd a sgnHkxsd rechdlan In.

whohxafe mvsnues. The impact af the revenue hss, combined wNh addithnsl expsrxxah was ln excess af

appmxlmstely 88,000,000. Cavlsta has IHsd an Insurance dalm far lasses snd expenses assodated wHh the

. events af september 11, snd received an hiM 81.000,000 In ths FY 20GK Th» tel»i claim and Nnsi sett!ament...
cannot bs determined at this tkne. Whotssah revenues wsis eppredmatety 841,889,000 snd 879,143,000 dudng
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Ovsrvhw of tbs Librbrd Sbrtzw hhrfrrrt The Unfhd States market for btlecommunhagona aa(vs
dhided hto four bash service sectom: tong distance, local e0ichanÃ, Internet access and IntsmalhnaL

Long Chtsncs Ssrvfcsa .A. (ong dhhncs'telephone call can be envhhned as conahthg of tbms
, segments. Stardng with tbs originating cushmsr, tbs call fmveh along a local exctxmge network to a long dhtancs
canhrrs point of 'presence +0+. At tbs pOp, the cal Is combined with ogwr calh and sent shng a long
dhbmca network to a pOp on the long dlshnce cartels network near where the call wig terminate. The cag h
then sent from tbh pOp along a heal.network to tbe tsnninagng customer. Long dhtancs centers provkls only the

; ccnnscgon between tba twu local nstwodor, and, unleks tbs lang dhbmcs'canfer h a heal aervhe pmvldsr, pay
access cbsrges to LECa for orlglnagng and termlnagng calh;

izrcrd Cfrarrge Servfcea 'A local nag Is one that does not isquks ths servhes of a hng dhhncs canhn
ln general, the local excharge canlsr connects encheer cualomers wgbln a hcally dellned area krxxan as a Local
Access snd Transport Area or LATA" and aho pmvldes the heal access congress and egress) 'cf meet tong
rgetancs calla..

internet Ssrvkxr.'nternet servhsa ars genenliiy pmvlded kt at heat two dMnct segmenbL A local
network connection ls required from tbs Inhmet Servhe provtdsr (1SP') customer to ths ISIvs heal facllmes, For
hrge,. communication-Intensive users and fcr content provlders, the connecCons am typhally urmeWed,
dedhated connections provided by LECs; Irrtsliigsnt Call Processing 5C~, or other provldem, cuber as
Independent service provldem or, In some cases, by a canter that h both a CornpetMve Local Exchange Carrier
(cLEc ) and bn Internet servhe provider ( Isp). For resldenthl and small and medlurnelzed business users,
tbesa connections ara generally publh Switched Telephorie Network ~~ connecthns obtained on a~
access bash as a heal exchange telephone calL 'Once a local connection h made to the ISPs local tsciligss,
Information can be transmitted and obtained over a packetwwltcbed IP data network, whhh may consht of
segments provided by many IntercannacM networks operated by a number of ISPs. 11re cogscthn of
Interconnected networks makes up the Internet. A ksy feature of Internet archihuurs snd packet awitcbkrg Is tbat
a single dedhatsd channel between communhatlon points h never establhhed which dlathguhbss Internet~ed
services tnun Ole PSTN.

international Servtca A typical international long distance call originates cn a local exchange network or
prhste line and la canlsd to the International gateway switch of a long dhtsnce carrhr. The crdl h then trwwported

'long a liber optic cable or a satellite connection to an Intsmagonal gateway srrkch In the tsrmlnallng country and,
Iinslly, to another. local exchange network or private line where the call'h terminated. Generally, only a small
number of caniers are licensed by a foreign country for Intemathnal long dhtance snd, h many ccunules, only the
Postal Telephone 8 Telegraph admlnhtrathn ~ h Hcenaed or authorized to provide intsmathnal long
dhtancs ssrvhs. Any carrier whhh desires to transport switched calh to or fmm a pargcuhr country, In addlthn to'btaininga license or other permission gf required), must enter Into operagng agreementa cr other arrangements
wkb the pTT or anotbsr international carrier in tbat counby or lease capacky from a canisr wbhh already bas such
arrangementa„

barbet Cppor(zmfttes .

As a result of the 19ss Act and oNer Federal, ahte, and Intermdhnal rnallves,.numerous
tehcommunhsthns markeh have been opened to compeggon. In addigon, lhe hcrerwlng glsbhatkan of the
world economy, along wkb: increased rsltance upon data ransmhslon and Internet access, has expanded
tradigonal tstecommunhatlons marks@. Covlsta has targeted Ih services pdntfpally to wnal and medium-sized
businesses based upon ks belief that such customem ars not aggmaslvely targeted by Tier ( pruvtders anrt are
undemsrved wttb respect to customer aervhe and support, Aho, CovLda, through ti recernly Introduced product .

ollsrlng, h bugsgng resldengal long dhtance 'users witb contgetkbre rates hr domeslh and Intsmathnal long
dhtancs usage.
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Overvfew

Covkde opsrafes In a highly mpete«Vhe ktdustry and ee«mates Stat 5 hes no grat«er then a 1y, t«m
the market In which It operatee. Covkrta expects «xtt compstlNon w«l con«nus to Ir«ena«jf In the future dm
reguiakxy changes, Inr«udhtg ths con«need Implemenhdton of the 1SSS Act, and further Incressee kt «w
resources, and number of rnmket plhfPenla In each of Na markekh Covfsla w«l face comps««cn from
better cspNagzsd Tier I and Tier 5 provfders and ILECs and CLZCa While new business oppcrhm«lee may be
made avalktble to Covtsta thmugh «Ie.1998 Act snd other federal artd state re«oh!cry I«a«ves, regukd™om s

'Nkeiy&provlde ILECs w«h an ktcreased degree cf NradbNItyw«h regard to Pdr«ng of thelrservlcea as comps««on .

Increases.

Comps««on for Covista's produchr ind services ls baaed upon price. quagty, the abglty to Nurxge services,
,

"
name nrcogni«on~ network rslfab«Ny, seivhi features, bNNng services, perceived qua«ty snd responsiveness to
customers'eeds. While Covlata belsves that S currep«y has cerh«n advantages rafa«ng to prkxh-qual«y

, 'ustomer eervkxr snd responsiveness lo.customer needs; them ls no assurance that Covkda wlN be able tc
'. maintain these advantages or obtain addi«onaf advantages. A continuing trrmd toward business comblhstlcns and

a«lances In the tefecommunica5ons Indusky may create gn«n«ant new cornpelNota to CovfahL khiny of Covhrta's
' rods«ng and poten«at comps«tore have «nanchd, technlal, and other maourcea algol«can«y greater «tan Swee of

'Cavtsta ln addition, In Oecember, 1997, the FCC krsued rules to knplement the provisions of the World Trade
Orga'niza«on Agreement on Socio Telecommunics«cns, which wss dra«'ed to Nbeia«zs restrlc«ons on fwsign
ownemhlp'cf.domes«c telecommunications companies and to eNow foreign hdecommunba«ons companies to

~ enter domes«c markets.'he new FCC rules went ktto elfect in February, 1998 snd sre expected to nake It
substrm«ally easier for many non4fnlted States teleccrrxramca«ons companies to enter 1hs Un«ed States markek
thus further Increasing the number cf comps«tom. The new rules wgl also give ncn-Uh«ed States Inr«vidusis and ..

corporations greater ability to invest In United Skdes tsleccmmunka«oni companies, thus fncreesing the Nnanciel .

and technical resources potentlagy avagabls to existing and poten«al competltom as weil as CovlskL

Long Distance Market

The Iong rgstance teieccmmunfca«cne Indusky Lv highly competitive snd a«ected by the Intro«us«cn of
new servtcei by, and the market actlv«les of, major Industry psrtkfpants. Oovtsta competes 'against vsdoue.
ns«onal and. Iegicnal Iong distance car«em, Including both facNI«eebased prcviders and sw«chiesa reseNem
offering essen«a«y the same catv@as aa crxdsta. In add«icn, slgni«cant comps««cn ls sxpechrd to be provided by
ILEGs Including RBOCs. Recon«y, Vs«zen, the RBOC for Covlsts'a region, hss been authorized to provtde long
distance services In certain states. Covkrtas success wiN depend upon lta sbg«y to pan«de hlgbqualky services at
prices comps««ve with, or lower than, those chmged by Its competkcrs. In addition, a high level ot customer
attrt«cn or "chum'ss characterized ths lang r«stance lndushy. Such atNlon ls a«dbuhrbie to a variety of factors,
including Iniliatlvee of competitors ss they engage in adver«sing campaigns, nunks«ng pmgrsina, snd pnwide cash
paymenls or other Incentives. End users are ofkm not ob«gated to purchase any minimum usage smcrxrt end can
cNsccn«nus service without penalty at any Nme. Coviehfs revenue has been, and ls expected to continue 1o be,
affected by chum.

Tier I provld'srs and other carriers have knpkrmefrted new pdce plans akned st eskkm«al customers w«h
etgnf«cen«y simp«fled rats structures, which may have the impact of hwerlng overall long dkrtancs pdces. lfmre
can tdsc be no assurance that Icr«f dkrtance csrders w«i nct make sknthrr o«eiings ava«able to «w wnii« te
medium.sized buslneasei„which Cpvlsta prkna«y serves. Wh«e Covhrta be«aves that wns« and me~

. business customers tue not aggresatvaly targeted by lmge long dLvtanc'e pnnadem, euch as the Tter I prcvktem
'here can be no assumnce that Covista's customem and pc!en«al customers wIN not be targeted by these cr other

provlders In the future. Addi«coat prhing pressure may come harn IF transport, whhh hr a dsvelopkrg uss of
packstswitched technology which crm transmh vckxr ccmmunica«cna st a cost whhh may be behw that of
tradl«onsl ckcu«~ed Iong distance senHce. Whys Ip, transport Lv not yet ave«able In aN areas, Its use requhes .

the dlegng of addi«onsl dig«a. WhNs the servtce hss generkl5 produced sound qusgty Inferior to trac5«coal fong
c«stance service, ikcould eventus«y be perceived as a subst«ukt for trad«fonal long dhhum service. This, kt turn,
could put further pdcktg pressure on krng diehmce rates. Any reduc«on kr iong dkrtance pdces msy have a
materhd adverse effect on ccvlsta's'business, Nnanclal condMon and resu«a of opera«ons.

Some of Cavlsh& principal compet«ore sre akro major supp«ers of eervkxrs to Covhsa Ccvkrta both Nnka

Ns sw«ching equipment vvith bansmlsslon fad«ties end services pumhssed or leased bom these supp«em, snd also
reseNs sendcss obtained from these suppgers. 'There can be no aaaunmce «xd these supp«ers will contktue to

offer services to Ccvista at comps««ve rates or cn a«rac«ve Ianna, 5 at a«. and sny fa«urs fo do eo coukf have a
material adverse affect on Cnvfqa.

1



AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2019

O
ctober15

10:32
AM

-SC
PSC

-2003-200-C
-Page

51
of130

company does ncd held any matedal patents, anechtvee or concrxmkxxL .

Overview

Ccvkrta's ssrvkxm are sub}eet tc.mgukdkm by federal, stats and kxml gcvemmenjrd~ Ths FCC
exsmtses JudsrfeBon over a5 facNlles and servhes of telecommunlcagons common carriers tc Ihs sxkmt Smse
farfgges are used to provMe, ortginate or terminate Interstate or krtarnagcnai ecrmmmieagcns. state regulatory
agerxfso retain Judsdlcgon ovsrcanfeay facfl5ss and services to ths axlsnt they ere used to orlgbmte or krnnkuds
Intrsstam communlcagons. MunkxpaiNes, snd other local government agonies may rsquhi carriers,tc obkdn

'censes or franchises regula5ng uss of pubgo rfghtwo4vay necessary to Instag and operate Swlr nehrerks. The
networks ars also sub)ect to numerous local regukrBens such as bugrgng codes,~ and rtgtxs cf way

"Scanning.;mqulrsments. Many of the 'regulaBoris hsued by these mgulatory hodkm may be sub)eet to Jurgeiel
vsview, ths results of which Covfsta Is unable to pnxgct„.

I Federal Regulattons- The1SSS Act

Sialuicry Requirements. The 1S98 Act wqulnm sB tECs (lcludng ILECs and CLECs, g) net to prohgrg
or unduly restrict resale of their services; g'to provMs local number portabINX gB) to piovMe dkrgng pmBy and
ncndgscrlmtnatory access to {elephone numbers, operator services. rBredory assistance, and dtreetory Bicngs; (M)
to aflmd access to pales,.ducts, ccnduBs, arid Hghts-of we)c and.(v) tc ssmbgsh re@precut compensation
anangernents for the transport and tsnnlna5on of krcat telecommunlcauons trafge. It also requlrse'ILECa.to
negotiate local Interconnection agrssmentv In good faith and to provide Interccntwe5on (a) for the transmisekurand'outingof telephone exchange service end exchange access, (b) at any~ feasible pokrt wilhin, Ihs ILEC's
network, {c) which h at least eq'ual In quality to that provided by the ILEC to Itself; Ba aflNatea, or any other party to
which the ILEC provides Intemorinectlcn, and (d) at iates and tenne and ondlucrw whhh are Just, reasonable and
ncnrBscrtmlnatory. ILECs also are required under the 1986 Act to provide ncndkrertmtnatery access to network
elements on an unbundled basis at any technicagy frmsfrle point, to ctfer their kxxd telephone services for resale at
wholesale rates, end to fadlltate cclceagen cf equipment necsseuy for compeNcrs to Interconnect with or access
Unbundlsd Network Elements (AN~.

The 1896 Act also sgmlnates ths rcdstlng ATST mmbust consent dsrxss, which bansd the provhlon of
iong rgatancs services and manufacturing by the RECCE 1n addifon, the 1886 Act requires RBOCs to comply with
certain srdeguards and slier lntsmonnsetlon whhh sathgee a prescribed 1~oint competNve cheekfst before.
RBOCa are permitted to provide In-raglan IntsrqATA service+ These safeguards hrs designed to ensrxe'that.the
RBOCs competBcrs have access to local exchange and exchange access services on ncnrBserifnlnatbry tenne and
Swt the subscribers of mgulated ncrvecmpe55ve RBOC servtrxm do not subskgzs their provkfcn of comps55ve
soirees. The safsguanfs also are Intended to promote ccmpsNlon by prevsn5ng RBOCa bom ushrg Bwlr market

Trcwer In local exchange services ig order to obtain an anlpcompe5thre advenegs In the provtskm cf ottwr eervtcas.
RBOCa have ths abgity to pmvtds~~cn~ce seNIess and, lf they obtain suthcdxatfon and under
pmscrlbsd cimumstancei, may provide addNonct~~es services. 'n December 19S9, the FCC

. granted Bell Agencies (now Vedxon) appgcatlon to offer In-region long dkrtancs services In Nmv York, maddng the
'Bmt Bms shee the breakup of ATAT that an'flBOC has bean able to provide Bs customers wkh both heal and long
dkrtancs asrvkxs..

The 18s6 Act akro granted Important mguiatcry regsf to krduilry aegmerds whkh compete wgh OLEcs.
ILKCs were given s bstarmal new pdckrg Npdbghy. RBOCs rNm were granted new'rights to provide csrtakt cable '

TV servtcea inter Exchange Carriers (qXCrPj were permBhid to construct thek own local facNBsa arxtrcr resell
local aervfcsa Stats laws may no longer mqulrs CA fVs to obtain a franchise before oNsdng tslecommunieagons'ervicesnor permit CATVa'rarxddse fees to be based on their telscommunimdtena revenue.'n addNon,'under the
1986 CcmrnLmhaBons Aqt, ag uNBy holding companies ms permitted kr,rgversgy Into telmxxnmurdcallens services

"through separate subsidiaries.

PCC Rules implementing tbs Local CcmpsNfon Pmvislons cl the 1898.Acf. In August 1996, the FCC
released a Flat Report and Onfer, a Second Report and Order and a Memorandum Opinion and Order (combined.

.Ihs "lntetemwcthnOrdsnP) which.rxnabfahsd a fmmswerk of minimum, naBonal rules enabgng state Fubgc UNIty....
Commhslons (q'U~. snd Fubgc Servhs Ccmmtsskrns ("PSCry},.and the FCC to begin ImplemenBng many ef .— "

AW Amn
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dm Jnmgabls lo compefltom upon request and a methodology for states to use h eshbflshktg rahs h
htsrcannecflon and Se purchase at UNEs The FCC aho adopted a msSadology ror Shtss ta uss whtm tq,~r
Ote 1988 Act "avoided cast standard'ar setflng wholssah pdces with respect to retaN servhes.

The U.S. Supnsne Caurt alllnned the auSmfly at lhi FCC ta estabflsh tuhs gmrenflng kthtcannacflatL Ccwhhbe~ that sdcMollaf cgapltss regardfttg htslcotlllscflcn Rsllss afxl alber related FCC acflons ars Nk Iy
parlhuhr, the Supnsne Court remanded to Ihe FCC issues tagmdlng whd UNEs Ole FCC @5 ~& ~ mh

: make avagable to carnpefltom. In November Iggg, the FCC released a dechlan tnodgying Se hu cd UN
sg ILECa must alhr to ether canfem.. Ths Eighth Circuit dechhm'nd Selr reventtd by Ss Supreme C urt
canthus to cause uncertainty sbaut ths miss gavemlng the prldng, tenne and concNNcns of hhzz~~„
agrsemenh. The Supreme Courys mgng and ksSer procsedhgs on mmand (eflher at the Bghlh Ck or Se'CC) rittry agecrgie scope of the pUCs'.and pSCs'dhorily to conduct rblttaflan pmcsedlngs or to knplement or.
enfoms Intercannecflan agreements The rugng could aha result bt new or addl5anal ndss heingp~
ths FCC. Given the'ongoing uncsrialnty sunaunCng the egest of Ole Eighth Qtcug dechlans and the dechlon of
the Supreme Court rsverslftg them, Covlsta may not be abls to abtaln ar enforce kitsrcannecflan terms acce~ie
tcr It orSst are careshtsnt with its business phew

Other Federal Reguhflons

In'genend, Se FCC has a'pofcy of snccxttagtng the snby of new compefltors In the hlecommunhaflans
'.Industry" and'prevenflng anfl-campeflflve prac5ces. Therefore. the FCC has establhhsd difierent levels af.
rsgulaflon fcr dominant carriers 'and non minsnt canlera For putposes of damesth common canler
telecommunications regulaflan, large ILECs srs currsnfly consldsmd dominant 'canlsm, whlh CLECs ~.
considered namdomlnattt catdets.

~ Tatffth As a no+dominant canfsr, Cover may lnstag and apetats facNIes hr %as transmhsion af
domestic Interstate cornmu'nhsflons wNhout prior FCC aumarlzaflon. Services at ~~
carders have been subleot to relatively Nmitsd re9ulatlan bY the FCC. prhnsrNy conslsflng cf Se Shg
af tarifh and pedadlc reports. However, nc dominant aurlets Nke Covhta must ager Interstah
asrvhes on a nandhcriminatory basis, at Just snd reasonable rates, and remain subJect lo FGC
complaint pracedurss. WNh the exception ot informational tarifh for operator-assisted services arid
tarifh for Interexchsnge aeusl cafllng services, the FCC has tuhd that IXCs must cancel their targh
for domestic interstate Intersxchrmge serviaes. Tariffs continue to be required for iniemaflonal
services. Fumuant to these FCC requirements, Covlsta has tfled snd mahtalns tarifh far Ns
Interstate senses with the FCC. AN of the Interstats access and retail "bash" services (as deflnsd by
Se FCC) pravlded by Cavlsta are dsseibsd lhereln. "Enhanced'ervhes (as deflnsd by the FCC)
need nat be tarifled. Covhta hegeves that its propased enhanced vahe and Internet ssrvhes are

. 'snhancect'ervices whhh need not be tarlfhd. However, Ihe FCC h reexamining the "enhancecF
deflnfllan as It relates to Ip transport and Covtsh cannot pmdht whether ihe FCC wNI change the
ciasslflcaflan of such ssrvhes,

fnhematfonsl Senfcea NonMmlnant carriers suclt as Covlsta are required to obtain FCC
authortxaflon pursuant to Sectlan 214 of the Communlcaflons Act and Se tarlfh bsfars providing
Intema5cinet cornmunhsthn sewlces. Covlsta has obtalMd ~sky tram the Fcc to engage In
business ss a meals and hcRles-based htemaihnal canfer to provide vohs and
cammunlcatlaps setvhes bebrssn United Shhs and ag foreign points.

~ INC Price cap Rag&felon Baton+ In 1 991 ~ Se FCC replaced'adNcnal rats of mban regukdlon
far large IIZCs with'prhe csp regulation. Under prie-eapa, ILECs can rshe pthse for certain
servhes by only a tonal psscentsge each year. In addffan, theta ate~ on the pthlng of
ILEC services which ars compeNNve with those d CLECs. In Sephmbsr 1995, ths FCC propassd athugs plan whhh wouldmbshuiNally reduce ILEC pries csp reguhtlon as local markets.become
Increasingly compeONve and,~, would rssultin granflng ILECs nondornlnsnt status Achpthn
at the FCC's proposal ta reduce slgnglcanfly Ns rsguhflan of ILEC pigflng would sinnflcanfly enhance
Im abflity of ILECs ta compete against Ccwhla and could have a material advsras slhct on Delta
The FCC released an order In December 1989 that adapted certain af Sess prcpossh, Irvriudlng Se
egrnlnatlan at Se lower service band hdsx NmNs on prhe~ wNhln the access servhe
categoty. The FCcs December 1888 order also eased lhe tequlramenh scessawty fce lhe
lntroducflon of nsw'services by ILK'. In May 1997, the FCC tack funker acthn'updating and'eformingRs prhs cap phn far the ILECs. Among alber Sings, Ihe changes rsqube pdce cap ILECa
ta reduce their prhe cap indices hy L5 pement annually, less an adtusbnent far lntlatlcm The FCC
aho slbnlnatsd rules that require ILECs earning more than csrlaln spedtled mtes of mtum ta "shanP
portfons af.the excess with their access customem during the next year In Ss farm of lower access
ritei. In Auguit, 1999,1he FCC again (ook aci(on dssfgned to gnmt greater ffexlb(liy'o pdce crip
LEcs ee comoettnon develoos..~ie reforms shauld facflgate the rsmavsl of sendcss fram price
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deaveraglng of rates for servkss In ths trunlng basksf, and rbmoval, upon Impjementagon cf tog,
rgagng Parity, of certain Inhrshds Intslexchangs defvkss front price csp lsguis5cn. These scgons
ccutd have a slgnilkant knpact on the intsrsbds access Prkes charged.by the ILECs wkh whkh
Covkla expects to compete.

~ Access Charge Over ths past ssvsmj years, the FCC hss gmnfed ILECs signmcant 5sXkrgky in
their PrlCkg Of Irtterahrte SPeolal and SWlkhed SCCSSS Salldoea. Unde'5S Prklng SCheme, ILECs
may estabgsh prklng xonss based on access kagk density and cfuugs dgferent pdcss for each xone,
covkta sntklpates that ibis prktcg 5exibggy should issuk kt ILECs lcwerktg lhelr prkee In high traigc

'ensity areas, the pmbable area of compstklcn with CovkbL Covlsta sho antklpatsa gwt the FCC
wig grant ILECs lncm'asihg prldng gsxkt55y sd Ihe number of lntstconnsc5ons and ccmpsgkrs
increessL In May, 1987, ths FCC look scycn to mfonn ihe current klemtsts access charge system.
The FCG adapted an order whkh makes vadous reforms lo exlsgng nde struchms for interstate
access designed to move access charges, over 5me, to mors sconomkagy egklent rate levels and.
structures. The FCC recently granted LECs sddmonsl prtdng 5rxdbgtty. As such, the carriers may
oger volume dkrcounts whkh rcay benefit larger kng distance csrdsm.

., Ths FCC has rdso knplemsnted changes In Interstshr access ndss that moult In rsstruckrkg.of the
'ccess chmge system snd changes In access charge rate krvels. As of Jsnumy 18g8, access

phmgss Incurred by Covlsts sre being Passed crt to end usersi ln May 18SS, ths U.S; Cour ot
Appeals (D.C. Ctrcuk) sent ihe access rate krmukt back to the FCC for furlher explanation regarding
how 'csrhdn factors were cskukdecL These snd rekted acscns may change access.ratwL If the
formula k upheld, snd access mtes sm reduced, ths result wgl be a lower cost ot Pmvtdkg kng
distance service, especkgy to buskiess cuskmers. The Impact of these new chsrqpm will not be
known untg they are fuNy implemented over the next several years. In a related proceeding, the FCC
has adopted changes to the methodology by whkh access has been used In part tc subsldtze
universal telephone service snd other public pclky goals. Tslecommunlcsuons provlders like ccvkrta
pay feei calculated as a percentage of revenue to suPpcrt these geste. The kg knplks5ons of these
changes remains uncertain snd subject tc change.

~ PfCC. As part of Access Reform mandated In ths Telscommunkstlocs Act ot 1996, beginning in
1S88, tocsl phone companies were permlned tc assess the Prssubscribed Imsrsxchscge Canlsr
Charge, also known ss 'PICC.'he 'PICC' a monthly psr Sne cost charged by the local tekphone
company to every long dktsnce qsrrler tcr each customer phone Sns that ls pre.subscnbed to that
carrier. PICC charges are billed to the snd ussm.

~ ttclyerssf Service Rsfbrnx In Msy, 1997. Ihs FCC rskrassd an order which reforms the current
system ot Intsmtate universal service support snd Implements ths universal service provhlons ot the
1996 Act The FCC esbrbllshsd a set ct polkies and rules designed to ensum that lesHncome
consumsm snd consumem who Svs In rural, insular snd high~ Nsas receive a dsilnsd set ot local
telrxxrmmuntcaccns ssrvkss.at sgcrdsble rates. Thk was'o bs accomplkhsd in part.through
expsnskn of direct consumer subskly programs snd In part by ensudcg that nasl, smsB snd htgh-.
cost LECs continue to receive universal service subsidy.supporL The FCC atxa created nsw
programs to subsidize connscdcn ot telscommunksgons networks to sgglbls schools, 5brarles and
rural,heskh care pmvjdsrs. These progrims were tc be kmdsd by ssssssmsnt ot sggibls mvenue of,
nearly all provldem of.knershrts telecommunks5ons carriers, Inckrdtng CovkcL

Covkta. Sks other tslscomrmmksgcns csfdsrs providing Interstate tefscommunkstkns services, k
requlmd to contribute a porgon ot gs eruhusr tstscommunkacons nwenue to lund untversrc service
prcgrsma These ccntdbutkns became eke beginning In 1SSS fcr sg providers of interstate
tslscornmunlcaccns services. Such ccnlrhugons were to be assessed based on Intrssde, lntsrste
snd Intematlonst snd ussr tsleccmmunlcagcml revenue: Contdbuscn fackra vary quarterly and
carrlsm,'nduc5ng Covista, sre bgied each month. In arkggon, rosser sbrte nrgulatcry agsncks have
ksgtuted proceedings to fsvke stats universal fund contrlbutkn requksments whkh wll varyfrcm-
ststs to state. Recengy, the U.S. Court of Appeals for ths Fdth Ckcult rejected the FCCa sgort to
bass ccnhibutlons In part cn Inhastate mvsnuss. Ths FCC's unlversrd service program may be
altered as a result.cf appeak, agency mccnslderagon ot ks acgcns, or fukxs congressional
legklagon.

pursuant to the Universal Ssrvke Order, sg csnlers are rsqulmd to submit a Universal Service Fund
worksheet. Covlsta has fllsd ks Universal Servke Fund workshsst, The amounts remktsd io ihe
Universal Servks Fund ars blgsd to Covlsta's customem. Covists k sggibie to qualify ss a recipient'f tlAlvsmat'eke support lfqbsiscts to'provide fad55ssbsssd service k areas dsskinstsd for"
unlvsrsst service'support and if it ccmpges with federal and state regulatory requirements to b'e an
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In October, 1999 ths FCC adopted a new hlgtHe5t univocal service support mschardsm fcr m,~
ruml carrier@ The new mechardsm Is based cn the foneeHocddng costs of prcvkgng su ~
services ss detennfned by ths Commtssiorfs cora madeL Ths forwanHooklng support mechmdsm
provides support to ncn-nual caidem In those shdes that have a statewide ttvsrage forward-kxddng
cost per Nne greater lhaa Ne naNonal benchmark, which la set at 188 percera of gte natkmal avenge
fcnsardJooldng cost per Nne. The FCCs dedslcns regmdlng universal eervhs cauld have a
slgnlgcant impact on fuhre operations of. Covista

Cclucaffoa In March, 1999, the FCC released Ns Cclccagon Order wldch mquhsa ILECs to pe~i
CLECs to colocate any equipment used fcr Intarcormecgon or access to unbumNed ~+ ~
even If that equipment kvgudes swNchlng or erihsnad service funcgons. Among mh& lhk
Cotocatlon Order'also prahlbits ILECs fram pkudcg anY Nn5ts on the uae of swlk55ng cr enm d
feetums for cogocated equlpmenL and rarlulrss ILECs to make cageless colocagon aveNehls snd
permit CLECs to consbuct their cwn cmssmnnera faciiges.

. In Mach, 2000, Itw U.S. Court cf Appeals for ths Dlsutct cf Cclmnbta Ctaxdt vacated Nmlted ponions
of tha Ccgomslon Order, kokgng carkdn degnlNons conhdned fn'FCC rukrs were knpsnnNufbly broarL
The Court remanded the Ccgcca5on Order, In pmt, for bather FCC conekfsmgon of Ntese lssusrL.

a - Lkrs ffeefnn.p ln November, 1998, the FCC adopted s new order requtdng ILECs to pmvids Nns,
sharing, whbh wgl allow CLECs to clferdata servbee aver the wane Nne the consumer uses for vcbe
services, wlthdut the CLECs being mqulred to clfer the voice services. Stats commissions have been.
authorized to estebfsh the pdces to ihe CLECs for such services. The derdston has been appealed.

gutta'eggllog

Some states In which Covtsta operates are ccnaldedng Iegkrlauon whfch cauld Impede efforts by
new entrants In the local services market to compete eifecdvely with ILECe. However, Covtsta does nol have any
Intention to pursue the local senrlcee market.

Compliance with Environmental Provisions
Company begevee that it ccmpges ln ag material respects with current per5nent federal, state, and local

provisions relating to the protecdon cf the environment and does not beNevs that continued compliance would.
. require any materiel capital expendhure.

Subsequent Events

A join! proxy sistemenyprospectus dated Januruy 9, 2002 and maged to stockholders on cr about Janumy
11, 2002 detailed a merger agreement between Covtsta snd Capsule Communications, Inc. which had been

. approved by the Covkrta and Capsule boards of dlmctors. Capsule Is a teleccmmunbauone osnler pmvldlng local
end Ion~stance telephone cornmuntcagons servkxrs prlmanly to smag- and medium-ske business customers as
weN ea resldengal customers uiglzlng Ns own equipment Capsule pmvldes krbound Iong-dhtance servhes and
locrd meals sendcee as well as other teleco~ons servtceb IncMlng caNIng cards, ceikdar, paging, Internet 'ervice,decNcated.access, data senfcss, end carrier tsnnlnattcn services. Capsule uses Ns own swkch located in
phghdelphla to originate, transport and terminate cafe for customem genersgy heated kt the Ivfd-ANangc region
and kr CaNfomfe. For calla crlglnaung or tennlnagng outskle Ns cwn nebeork, Capsule mseNs services provtded by
other long~ca ccmpanlee. Capsule kr'the successor corpora5on to US Wats, inc. Dmlng ths scheduled
annual meeting of.stockholders on Febnuuy 8, 2002, the merger was approved by the rsquiske vote of
stockholders'f CovLvta and Capsule. The merger wea consummated on February 9,2002.

On Februmy 12, 2002, Ccvkrta announced a reduc5on In force cf 26% of Ns New York/NswJemey'orldoroe

related to a rsduc5ori In revenue due to the decNns kt the whotesale market ang the Weld Trade Center .

, alack of September 11, 2001'nd the move of opera5ons to Tennessee.

jtggSSOINgl,

As of the April 18, 2002, Covlsta and Ns subsidiaries employed 248 fuji-gme and part&me employees In

Ne tong rNstance telecommunication business, of wham 20 wars engaged In sales actlvlgee, 82 In customer servkxr'nd

suPPort, 52 In technical and geld services, 22 in data processing, end 67 )n geheral and adn5nistra5ve
acMlss. Covkrta also uultres the services cf approximately 980 Independent sales agents. Covlsta ccnsidem its

mlogcao sf thefts enrphyeestu be sausf~ry.
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ITEM 2; gmgerttes

Ott November 16, 1993, and December 28, 1996, Covlala entered Inlo leases fcr an~ ofapp~ 3400 square feet cf specs at 744 Broad Street, Newark, New Jemey, fcr its saSchtng~
The lease nut fnxn January 1, 1%4 through Oecember 31, 1898, wBh an option to renew the lease through August
31, 2002, whhh hss been exsrcisecL The annual rental cf $63&0 also requtms Sts lenant to pay a picporifomue
share ct any Increase ln Bte ~nsumer Pdce Index', U. S. CBy Average over the base'year, Ccvlsta deem nct
have pkms to renew the'ease snd the~ components ars to be iefccated to another sBe.

On Februmy 22, 1984, Covktta entered htto a ktsse, subsequenBy mcdBlsd on APdl 16, 1994, fcr
", cf approxhnateiy 17,700 aquas feet,cf space at 150 Cove Road, LIIBe FaBs, New Jersey to he used as sales,

sxecuBvs and adrninlstraBvs cfgcss. The lease pmvlded for a mnt holtday untB Juty, 1886, aBer.which the annual
rental would be app~ $36tL000. The Isaac Bt forSve years and tsn months snd has been amended by a-
second Isaac mcdtBcatkm'agreement dated Fsbnmty 9. 1S96 whereby Ccxdsta lsaasd spproxfmatsty 6,700
adcBBonal square fest of space at the same Iccaccn at an addlthnal annual rental cf $121,'K7 fbr ihs that tour
years and $138,164 fcr ths next year and two months. The mccBBed agreement also sxhmdsd Bts term cf ths

.. exktBng lease for an adcBBonsl two yarns tc August 14, 2002 at a thm annual renhd of $683,000. The lease
''equires the payment of the tenant's prcporBonate share of cperagng expenses snd rssl estate Isx Increases aver

'he base year. There ars two fNe year renewal cpBons. 'There are'no plans to exsrckcs renewal cpBcns.

On Janumy 30, 1997, Covtsta entered Into a,Btlrd mcdBtcaBcn of Ba lease for spproxhxctsly 16,840
.:. square fest of addlBcnsl ofBcs space at ita ccdvBng fa65ty at 160 Cove Road, LBBs Falls, Nsw Jemsy. The

annus rental on ths addlucnal space was $367,780 per annum from July 1, 1997 through Fsbrcmy 14, 1%8, Ia '3I68,800per annum from February 16, 1998 Ihrough August 14, 2000, and wBl.be $384,820 psr annum from
August 16, 2000 through August 14, 2002. In sdcfBcn, Ccvhta Is obBgstsd for Ba proporccnate chars of tncrsasss
In real estate taxes and operaung expenses over the base year. There am two Bvs year renewal cpBcns, requiring
nine months'rior nottcs. There are no plans to exsrdss the renewal cpBcns. Oovttts plans to move the existing
aNce staft tc a smaBsr location Id the general area ot Utue 'FsBs, NJ and certain operational units of Covista to
Chattanooga, Tennessee.

On November 1, 1866, Ccvlsta entered ktto a lease for approxknstsly 3,300 square feet of space at 40
Rector Street, Nsw York City, New York, fcr uss as a ascend awihAng facgty. The tenn cf ihs lease Is for fBtsen
years 'and ten months from the date of commencement, which was March 1 ~ 1997. Rsntai paymscta are $1 63,918
per annum for the I!mt five years alter commencement, $166460 per amxxn tcr the next tive years, and $1 63128
per annum fcr the mmatntng Bve years and tsn months. The lease requires the payment'f the tenant'
proporBcnsl share ct increased operaBng expenses and real estate taxes over ths base year.

On November 8, 1999, a subelcBary of Ccvlsta entered inta a Isaac for approxhnstsly 2,300 square feet cf
ctBcs space In New York CBy, Nsw York at an annual rental ct sppmxlmatily $77,781. The leave commenced
Februmy 1, 1997 snd Lv fcr shty three (63) months. The hase requires ihs payment ct Bw tenanfs propcrccnats
share ot Increased operating expenses and real estate taxes ever the base year.

On February 8, 19s8, ccvhta entered Into a lease for apprccdmatsty 6,000 square fest of space at 28 W.
Flagler Sheet, Miami, Florida. The tenn cf the tease Is 16 years, commendng Febnuuy 1, 19SS. 'Ihe annual rental
ls appmdmatsly $116,160, with sn,annual adfuatment based on the Revised Urban wage Earners snd cledcal
Workers Index, capped at a maxtrmyn cf S% Incrssas over the prior years rental payment In addiBcn, Covhta h
Bable for Ba proporBonate, chars cfJncresaes in real estate taxes and operating expenses 'aver the base year.
Ccvkrta suhtst this apace cn Januay 1, 2000 hr th'e bshncs of Its teri, to another tenant at an annual nde of
spprcohsatsty $118,160, sublsct to adlushnsnts. The tenant has defaulted cn the sublease snd ccn4sts is
currently consldedng utSzhg the space.

On September 1, 1996, Covtsta entered Into a five year lease, cxmmerxBng September 1, 1898 for 3,008
squms fest of specs at 600 Cypress Creek Road, Fort lauderdale, Ftorkhi. Fienial payments were $4L128 per

'nnum fmm September 1, 1998 to August 31, 1999, $60,664 from SsPtember 1, 1998 tc August 31,'2000, $58,061
hbm September 1 ~ 2000 to August 31, 2001, $55,708 from September 1, 2001 io August S1, 2002 and $68,608
from September 1, 2002 to August 31, 20txL The lease rsquhes ths payment of the tensnfa pmporBcnata shits cf
Increased cpsraBng expenses and msl estate tixss over the base year. In January, 200tt CoVista entered Ino a
mcdBksycn cf the kmss whseby the space was reduced to 1 200 square feet. Rental payments have been nxxBBsd to
bs $30,300 fram Fsbrumy 16, 2000 lo Februay 14, 2001, $33,03S.from February 16, 2001 to Fsbmary 14, 2002;
$34.667 from February 16, 2002 to February 14, 2003 and $32638 fram February 16, 2003 to February 14, 2004.
Covtsta has sublet thh space to another tenant.
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October 1, 1SSS to August 31, K00, and am 884JI18 fmni Seghrmber 1, 2MO to August 31, 2001 and 887422
from September 1, 2001 to August 31, 2002. The Isaac lequkse ths payment cf the tenanfa propcrlonakr afuuu of
kxxeaaed opelagng sXPenaea and ietf aatata hiss Over es b year. Crxiata ha auhkd this apace to,~th
tenant.

ano r

'n November 17, 1SSS, Covfata entemd into a Stree year lease commencktg November 17, 1999 for 2,188 aquam,
feet of apace at One Landmark Square, StamfunL ConnacgcuL Renhd payments were 850878 per anman from
November 1?,1SSS to November 1IL2000, ais 851,371 Scm November 17&00 to November 18; 2001, and.
881,668 hom November 17; 2000 to November 18, 2002. There Is art upgo'o renew for three years, upon rfne
mcrdhs':prior written notice. The tease requires tha payment of the kmanfs prcporgorxde share cf increased,

'peiegng expenses snd nml sskils taws over Sre hase year. Covhta has sublet ihla apace to another tenant,

On Octcbel'11, 1999, Covista,entered ktto a Stree year lease commerxdng October 11,1999 leasing 1 JI28 aquam
. feet of apace at 1810 Chepsf Avenue West, Cheny H3L New Jemey Rental payments am 838~0 per annum
bom October 11;1999 to October 31~ There kr an opfcn to renew for ihms yearn, upon nine mordhs'rior
wdhen nogrxx The lease requlms the payment of the tsnanfa prcpoNonate ahms of kxxsaaed cpsradng expetaea
and real estate bourn ovsrthe base year., Covhta haa sublet Ibis apace to another Isnant,.

Ccvhla hai enhasd Into a hsae agmement for appxknmetely 2S,000'wpuss fast of
Cheano'oga, Tennessee, wlh Hsruy 8. Luken ill Chairman of ths Board and a pdrxfpal sharshckfer cf Ccvkrhu Tffs
term nf ihs lease is for Sve years beglnnktg September 1, 2001. Ihe lease provkles for annual rent ct SM,400 hom
sePtembsr 1, 2001 to August 80, 2002; 81f~ kcm sePtember 1, 2002 to August 30, 2'144Jxe
September 1, 2003 to August 30, 2004, wNh Sxr last two years to bs 8144 000 annually adfustsd for the Conauiner'riceIndex. Deviate believes that such pmmkrsa are Iesasd on temis nct less favorable than an amfs length
kansacfon.

There are no pending legal proceedings that could be expected to have a material adverse efhct on
CcvlskL

b isslcn of Matte t Vote of HoldITEM 4.

A Joint proxy atatementfposppctua dated Jsnumy 9, 2002 and malted to stockholdem on or shout Janumy
11, 2002 detailed a merger agmement between Covtata.and Capsule Communications, Inc. which had been
approved by ihs Covkrta and Capsule boards of directors. During ths scheduled annual meeting cf stockholders
on February 8, 2002, the merger was appmved by the requisite vote ot stockholdsm of CovLua and Capsule. The
merger was coniummated on Fshruay 84002. Other matters presented to atockhoktera trvduded election of
eight dksctors of Covkrta ~ adopllon cf the 2001 Equity Incentive Plan, and to raNy Sxr aelecgon ot Deloitts 8 .

Touche LLP aa Independent auditors cf Covtata for the theat year ending January 31,2002.
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FA 8

for sCam o Stc it Secu Ider

Crndsla's acthorbtrd capgsl tdock consbrts solely of 50,000.000 shares of Common Rack. Holdem td .

Covlsbfs Cc'mmon Rock ara engtktd to receive such dlvkkrnds 8 anys as may be decbuud horn tkne to gme by ths
Board cf Directors tn gs dtscmaen frcrnktnds Isgafy trndkrbteahersfor. Each holder of Common Stack Is enttded to
one'vohr:for each sham held. There is no right to cumulagve voting Upon Ikluktagon, cgraotugon, cr winding up of
Ccvtsba, gw hoidem cf Common Sleek are snt5fsd to mcslve a pro rath sham cf all asseta avaikrble fcr dhhibugon to~m. The Common sleek has no pnHanpdve or clhsr subscrtpgcn dghta, and there am no convemkut or
ademption rights with respect to such shee%

EffecIve on duly 15, 1888, Ctndsta dbtrbuted 4~.887 shares of Common Slack In connecacn wkh a 2-
for-I stock spik of al outstanding shares ss of June 30. 1988. As cf the dale of Ns report. there were 1? 636~9'harescr Common Sack Issued and~, held by 840 pemons, ss mported by Covbrta's transfer agsnk

:- PrfcsrBsngs oftha Common Rook

Ccvtsta's Common Stack. Is traded ln the ~enter market on the NASDAQ Nagcnal Market
':System under the Symbol CYST. The following table sets forlh, for the quarterly geest periods Indicated, the high

and low ctosbtg sales prtcei for ccvista's common Stock kr such market, ss reponsd by ths Nattonat Assodacon
of Securities Dealers, inc.

f.~SCA ~IG I OVV

February 1;2001 thruApdt30 3 8.188 ' 1347'ay
1 thru July 31

August 1 thru Octcber31 1025 430

November 1 thru January 31,2002 IOM

QSCA1~00t

February I, 2000 thru Apdt 80 16.00 , $.1875

May 1 thru July 31 12376 8.00

August 1 ttuu October 31 9.50
'

3.625

Ncvember18uu January31,2001 49378 OAi25

Ccvtata hsa not pild or dscktmd any cash dividends rknlng 8te past two fiscal years smf does not-
ngctpate paying any In the foreseeable future.
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gn Btausends except psr shun amounh)

eaf
RESULTS QF OPERATIONS: imrr,. ~, ~ ~ ~19

. $ 96,313 $ - 133+$0 $ 139780 $ 137gN $ 12t~B

Nat(Loss) eainlngs
'

8 (1t970) $ (8629) $ ( 414) 8 (SAIS) $ 1094

Wslgt¹ed avsmge
common, shams "-

'utslundlng(a)

tmuted

(Lass) samlngs per cammon and
cammon equivalent shares

10404

7,324 . 7,069 . '
BJ518

7+24 7,069 . B,S1 8 6,842

Bash (Loss) eamlngs per share $

Diluted (Lass) eamlngs per share 8

Cash dMdends per
common share

(1.17) 8 (1.1S) 8 (1M) $

(1.17) $ (1.18) $ '1 33) 8

Naos None None

(0$0) $ 0.18

(0.50) $ 0.18
'ane,

. None

AddlBana to pioperty
8'equipment

Depnu¹atlon and
amoruxaBan

FINANCIAL POSmONl

Woddng Cspual

5,465 8 S~ $ 3,01 9 $ 4,727 $ 3466

$ 4469 $ 3~. $ 2,986 $ 2e785 $ 2,023

(11~ 8 (7,734) $ 1~ $ 14Bt $ 7,936'rapsrtyand equipment - net . $ 12,490 8 -. 13,(ut1 $ 13,317 $ 14873 8 '2,406
'alal asists '

$ 31@57 . $ 39,097 $ 46,184 $ 46,692 $ 40445

Sharehotdera'quBy

4,400(b) 8 S82 $ 997 $ 1,568 $ 2,092

$ 1,569 $ 6,777 $ 14,007 $ 18,442 $ 1ILBBB'ommonshams
aubrtanr9ng (a) 10,849 7,969 7.944 7,606 8,679

(a) All psr shsre smounls hrre beenrestated to rails¹%» 2 Ibr 1 suxk spttdlsuux¹SI July1,,193K
8$ 844oopÃ) cansbcs cl a e¹etsxs Covbtss'hshrcsn ct th~ Beard v¹¹ch br plsar»u to be cornertbd lo sn sqully

poslucn (sse ITEM 1st.
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ITEM 7. M a e i lscusshn a I of CanrHHon
'

s cri

The fagawing dlscusshn Is presented io assht In assessing Hte changes ln Hnenckd condHhn and
perfonnance at Covlsta for the Hscal years ended January S1, 2000 (Fiscal 2MG) and January 31, 2001 (Rscsl
2001) and January 31, 2002 (Fiscal 2002). Ths fagowlng Infannagon should Be read In con)uncyon with the
Hnendal statements and related nates and ether detaHed InlonnaHon regarding Cavtsln hchded elsewhere h thh
rePart and ShaWd nOt be COnStrued ta lmPly managemenya beHef thai Ihe mauga, Cauaea ar trendS~ wgt

. necsssargy congnue in the fulure. Csrhln hfanwulan cantslned behw and elsewhere tn 55s annual mfxxL
Indudlng infonnathn with nmpect ts Cavlsh's plans snd strategy far Ih business, ans "hrksud looking stahmsnbL

'icsntAccoungng Pronouncements

Statement of Flnanchl Accoungng Ssndaids (SFAS) No. 133. Acccungng for Dsrlstlve Instrumenh and
Hedging 'AcHvkkuL Is effecHve for aH thcal yeas beginning dier June 'l5, 2000. SFAS 1S3, as amended,
estabHshes accauntlng and mpartlng tandards for derlvagve Instruments, kcludhg csrtah derivative hstrumsnts
embedded In other cantracts and for hedging ac5vlges. Under SFAS 133, certain cantracts that were nat formerly'onsideredderivatives may now meet the degnltlan af a~. Deviate adopted SFAS 133 slfecHve February

.1, 2001. The adopttan of SFAS 133 dM not have a tlgnHicsnt Nnpact an the 5nanchl posigon. results a(opsmgon,
or cash Haws at Cavhtru

ln tune 2001, the Flnanwal Accauntlng stendsnh Borsd (pAss') hsued satement of Rnanchl Accoungcg stendsnh
Nrz 141 pSFAS 141'.), 'Business CambhsHans.'FAS 141 requires the purchase melhad at txnounHng far business
cambhetlons Iniustsd after tune 30, 2001 and eHmlnates the poafngaMnhresh methad. CavLda does nat belhvs that
the sdapthn af SFAS 141 wIH have a slgnfhant knpsct an Ih ltnanchl statements, beyond His cssssRn of goodwNI
smoiczaHan an liiture bualrisss comblnsthns. As ot January 81, 2002 Covhta has no Gaadwfl rsconhd on Ns backs.

In June 2001, the FASS hsued Statement at Fhanchl Accounvng Standanh Na. 142 ('SFAS 14K), 'Soadwg and
Other Intangible Assets', whhh'Is IfscHve Februwy 1, 2002. SFAS 142 requires, among other things, the
discan5nuance of gaadwlN amorNzaHon. In addition, the standard includes pravhhns hr the rechsHHcstkm af csrtakr
sxhvng cognlzed inangibles as goodwill, reassessment of the useful Nvss af existhg rscagnized kaangibies,'edamiHcathnof certatn Inhngtbles out at pmvlausly mportsd goadwgl and the Iden55caNan of mparfng units for.
purpasee af assessing patsngal future Nnpalnnerrh of goadwil SFAS 142 aha requires Cavisla. Io complete a
transIHonal gaadwIN Impakmsnt test shmonNw fram the date ot adopHon. Cavhh h currsnNy assessing but has notyst
determined the Impact af SFAS 142 an its Hnandal pasNlan and results al apera5ans.

In August 2001, the FASB tssued Statement af FlnancM Accaunthg Shndruds No. 14$ ('SFAS 143'), 'Accauntlng far
Asset Resrsmern Obggatlans', whhh h elfsc5vs far aH 5scsi yesri beginning February 1, 20IHL SFAS 143 rsqukss
rsconfng the fatr value of a liabglty for an asset rs5rsment abfgsHon h the perkd h whhh It h Incurred, and a
canespandlng, Increase In the canylng value ot Ihe rshted king4wd asseL Over tkne, ths IhbilNy h accreted ta Ns
present value each perhd, and the cspihgzed cost h depredatsd aver ths.useful Hfe at Hie related asset. Upan
ssstemera af the IIabNNy, It Is skhsr ssklsd far Ns recorded amount ar a gah or hss upas setHemsnt h recorded.
Cavhta Is currensy assessing but has not yet determined the Impac't d SFAS 143 an Ns Hnsrxfal pasltian snd resuNs ot
ape

rsabns.'n

Ociobsr200I, the FASB issued Statement of Fhsnchl Accaun5ng Shndanh No. 144 ('SFAS 1445 '
for the Impahnsnt or Disposal cf,Long Lived.Assets', whhh h sgecHve Febnxuy 1, 2002. SFAS 144 erplaces the
Ststsrnsis at Finsnchi Acccurrsng~ No. 12I ~ Acccxsraog for ihs Impsliinent af Lang Lived Assete snd far

'ongttvsd Asssh to be Disposed OP. SFAS 144 reqWres that h~ ssssle be measured st the hwsr d the
csnykig amaunt or faIr value, less cost to seH, whether Inchded h cansnulng apsrsNcns or In dlcansnnad apersHans.
Covlsta ls cu'mmtly assesshg but has nat yst determkwd ths impact of SFAS 144 on Ih thsndal posktan snd resulh of
operations.

COMPAR

Revenues

Net sales of telecommunha5qns servhes for ths theat year ended Janumy 31, 2002 were appncdmslsly
895,313,000, a decrease ol approximately 837,917,000 or 285% from the sppraximately 8133,230,000 of nst

. sales In Fleas! 2001. These ravenuss warn camprhed of m~t salus af apprrzdmstely 847,484,000 end whalessle
sales at apprrzdmately 847,889,00G. Cavlstaibglsd approximately 1,075,758,000 minutes h Flscd 2002 ss
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Net nrhSI sales for Fhcai 2002 were apprmdmahly $47%4,000, a decrease of sppnxdmahh
$6083,000, or 11&4 fmrrl ths appNxlmstsly $63,487&000 byhd h Fhcal 2001. Rsta5 bilhd mlnuhs were
epproxknately 818~,000, an Increase cf spprmdmahly 18,166,MO minutea Or 3%, over the ndml mimms ~
appraxknately 800481 000 b5tsd In Rscal 2001. The average pdce psr minute decreased appragmahdy 173%
the Industry continued to exPerlencs decreased Price Per minute at usa9e. Covlsta dcea not faresee that thh hend
kt plkSlg will abets)n tbe near IUhlm. S

Nst whalesah (carrhr) sales far Rscal 2002 warn appnodmateiy $47JN9,000, a decrease of
aPPnehnsb+ $31 JBI4,000 or 398% liam lhe OPPnxdmatety $79,743,000 biged ln Fiscal 2001. BEej who~+
mhutes amounted ta aPProxlmslely 457411,000, s decrease of aPPrrafmahly 197,844,000 mlrwtss cf 30~ 5 m
the billed wholesale minutes of spprcxbnahly 665,056,000 553rd In Rscal 2001. The sahs mh con5nusd jo m~

"trnvard higher pdcsd International trsfga hom 5ur lower priced dcmssffc trafBO. Intsmadanal carrler traBh dscnnursd
162,049,000 minutes or spp~ 29.1% to apprmdmstely 395.8'l9,000 minutes, OamssBO mktutss.
decreased sppredmstely 38,794,000 ar approximately 36.8% ta approximately 61 492,000 minutes. Ths svsmge
wholesale prhe psr minute fell 16% due to can5nuhg compeClcn In gw Industry, a trend, which Covhta bs5svea,
w5l comlnue.

Cost of Sales

Cast af sales canshts of access hss, Yne kwtaihBon expenses, switch expenses, Network Operating
csnisr7wcc" ) expanses, network dsprech5cn, transport expenses, snd lacal and la~ce expenses, cast
of sales for Fiscal 2002 wss apprmdmatsiy $78/75,000, a decrease ot appraxlmatsly $39,583,000 cr 34,1% fmm
the approximately $118,059,000 af cast af sales In Rscal 2001. Irxdudsd ln cast.af sales are direct fns crxns,
usage charges and the direct cash of Covhts's switches and NQC. ihe decrease h cast of sales wss pdm~ly
due to the decrease In lawer margin wholesale vcfums cf sppnxdmately $24,401,000; a decrease In hchnkdsn
salruy, wages. and fringe benefits at approximately $48,000; decreased cansulthg expense at sppraxknahly
$174,000 an Improvement In rates abtslnsd fmm vendars of appnxdmstely $15W8,000; ether nsf savings ln the
NCC and svdtches at approximately $123,000; an increase In depreda5an expense rssui5ng hom upgrades to ths
switches of approximately $130,000; an Increase In equipment rental resulthg fram a switch sahileaseback
agreement In the amount at approximately 5329,000; and the effect of the access charge settlemsnt r'scorded In .

Fiscal 2001.

Selgng, General snd Admfntstrathnn

SOBIng, general and adrnlrihtra5vs {S, 8 6 A) expenses are camprtsed ot seghg and marks5ng caela, and
general and admlnhtrauve casts. s, 8 s A expenses hr Rscal 2002 Increased to appnxdmalely $30,987,000, s'n
Increase of appraxlmatsly $4,083,000 ar 152% from the aPPnxdmah $26,903,000 h Fhcal 2001. Thh IncrerNe
wss prlmar5y due lo Increases h salary, wages snd benetlts dus to the new residential servhs and eall center .

hsing sstablhhed In Tennessee at appraxknately $412,000; a $570,000 severance accrual estsblhhed for New
YorkINew Jersey stalf reductlans taking phcs In Ihcal 20IXt; sn hcrease In mrukeung cast related to new
reskhn5ai servhe at sppredmahly $177,000; and Increase In general of5cs expense af appraxlmstsly $272JNO;
an Increase in'bad debt expense of $2,758,000 due to ffw write otf af a par5on of certain canter mcefvables; an
hcresse In deprechttan and amor5xauan due to amarths5on of customer Ihts {fram custlxer 5sh acquired fmm
85nk Oats Corporatlo'n) of approximately $731,000; and an Irxxesse In travel and entertainment of sppcdmahly
$88,00(L These hcrsases were ofhet by reductlans In cammhshns due ta decreased sales vahxne ot
appncdmately $497,000; decrewms In se5lng expense of appmxknately $90,000; and a decrease }n professianal
fees snd ccnsui5ng ot $2r52,000.

Slack Ccmpsnsagon Expense

Stock compensa5an expenses hr Fhcsl 2002 decreased to. approxhnshly $12,000, a decrease of
spprmdmately $255,000, or95~ fram ihe sppnxdmately$287,000 chugsd In Fhcsl 2001. The dtxxease h due
'Io a ma)ority of stock granh being fUll// vested.

Other. Income mid Expense

Total ether income, net for Fhcsl 2002 Increased approxknatsly $88,000, The campanents of other
Income and sxpenae me Interest expense, Interest income snd other Items. Internet lncame dscmased
appraxhnately $8,000; hterest expense Increased apprmdmately $137,000: snd gains an sales af securl5es
Increased"upptcu5rnamiy $232,000 .
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The net lass for Fiscal 2002 of eppmdmaieiy $11,970,000 mprewmh ml hcmass in net loss of
appnxdrnatsly $3.340,000 over the net loss of appnxdmately. $8,629,000 rsporhd In Fhcal 2001, h d on the
eelanadona of changes above.

TS 0 N

A 2001 COM AREDTO

Net sales of hteccmmunhaUons services and systems fcr Uls ibxxd year ended January 31
mmrmdmately $133~.000, a decrease of'pproxhxdely SBJI30,900 or 4.7% hom. th's epprmdmahiy
$139780000 of net sales I'hcat 2000 These rsvsrmss were comPlhed of AU ~ d spp~ly

'$68i487,000 and wholesale sales of aPPrmdmately $79,743,000. Ccvlsla bNed aPPloxbnatety 1~4370M
. mhutee h. Ftscat 2001 as comparsd-to sppnxdmately 1442,942,000 minutes, h Rscal 2000, an Increase of
1~,000 minutes or 1.0%.

Net retaU sales for Fiscal.2001 wars appnehnately 453,487,0M, a decrease cf appnxdmahly
$15N6,800, cr 225% from the apprmdmalsly $89,023,900 bUled In Hscal 2000. Retail bigsd minutes Were
appnxdmateiy 600,381,000, a decrease of approximately 80~,000 minutes or 11.8%, from the rstaU minutes of
appmxtmately 880,714,000 billed In Fiscal 2000. The average prhe per minute has decreased appxxdmateiy
13.8% ss the Indusby conttnues to sxpsdencs decreased price psr minute of usage. Ccvista does not foresee that
thh trend in prhing wiU abate In the nearfulure.

Nst wholesale (carrlerj sales for Fiscal 2001 warn apprmdmately $79,743,000, an increase of
aPPnxdmateiy $9,008,000 or 12.7% oval'hs aPProximstely $70,737JI00 blUed In Fhcal 2000. Billed wholesale
minutes amounted to approximately 856,086,000,sn Increase cf appnxdmately 92,828,000 minutes or 16~ over
the bifed wholesale minutes of approximately 662227,000 billed in Fhca! 2000. The salsa mix cordlnued'to move
towanl higher pr'hed Intermdtcnat tratlic fram the lower priced domestic traftc. International canter tndUc incsmsed
177,978,000 minutes or spproxtmstsiy 48.9% to appnxdmatsly 557,669,000 minutes. Ocmealh mbwtes dacmssed
apprctdmately 85,149,000 or appmxlmately 48.6% lo approximately 97487,000 mtnuhs. The average wholesale
price psr mhute feU 4.1% due tc continuing compeUUcn h the Industry, a bend, which Ccvista bethvss, wig
cot@Ace,

Cost of Sales

Cost of sates consists of access fess, Une InsMafhn expenses, switch expenses NOC expenses." .

network depreciation, tnmsport expenses, snd local snd long-dhtancs expenses. Cost of sales for Fiscal 2001 was 'ppnxdmately$116,059,000, an Increase of approximately $3465,000 or 2.9% over the sppmxlrnately
$112,794,000 of cost of sales in Fhcal 2000. Induded in cost ot sales are direct Uns casts, usage charges snd the
direct costs ot Ccvhbfs swUches and NOC. The tncreese In cost of sahs was prlmarUy due to the Incmsse ln lower
margh wholemde volume of appn@lmatsly $10,319,000; hcrsasss In salmy, wages and binge beneUtsof'pp~

8881,000; ncrsesed cansuNng expense at appnxdmetsly 8't7a,doo, snd sn increase In deprsctsxan
expense resulting ltom upgrades to the swUches of appncdmately $239,000. Thh was olfset by ths isduced
volume of retaU trahlo mnountlng to approxhlstsly $6~,000; an Impmvsment In cost rates cbtatned from vendors
cf appmxhtahty $2,924,000 and other net savings h the NOC Snd switches of sppmxlmatily $1 31,000.

Access Charge SeNsmerlb

In ihe second quater cf le Uscal year ended Janumy S1 ~ 2001 ~ Cekda received.a cash payment of.
$1 884,483 from csrbk Bell Companies h selsment of a chas scfon suU, to whhh Ccvbaa'was a party, Bed In 1992
mhfng to alhged vvsrchmges by those companies. The seCement condudsd ths ches icUcn wilh Uxr Bell
Companies. Ccvhta's porUon cf the ssehmsnt was nctdetermhed ung Uw second qumter of the Uscsi year. The cash
payment was recorded aa a sspmats line item as a reducyon of ccats snd experwes In 3le querier ended July S1 ~

SXO.

Selling, Censrat and Admtnhbatha

seIUng, general and adminhtraUve (s, IU 8 A) expenses are comprised of seUlng and markeUng costs snd
.
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processing ssrvtcsi reaulgng fmm bringing tbe bNlng system ln house of app xknatelN $186,000; a dtxm
salaries, hinge benses and taxee of approxhnstely $311,000; a eduction of meals snd entertalnnte
apprmdmatety $83,000; a rethcNon of legal fees of appncdmately $186850; a reducNon of aegng expel ~'pprmdmately$191,000, and other net savings cf'appredmatsly $26IL000. These decreeaea warn ctbmt b„
sddEons to the bad debt provhhn, due to Nte falkxs of certah wholesah accounts, of apprmdmahdy $1~000.
hcreaaed spending tor general cEce cf apprcxknately $302,000: an ktcmaaedn rsmuEng and tndrdng hrnew'alsa

emptoyees of appmimately $160,000; and an Increase kt dspreclaNon expense cn. new ISF eqtdpapp~ $3ELNOIL

hndructurlng Expense

In Fhcal 2000, approxhtstefy $319,0INI of a pdor accrual tor restntctuitng expenaei waa ntvsmetL
am'cunt hcluded an sppmxhtahly $97,000 mducNon In the severance acaual; a wducNon ef sppmxhnakay $80~
for fringe beneNta and an appmxhtately $202,000 reduc5cn In tbe aaaual cn Nte Fort sudatdale leans, dtm to
mvhkxts In Ibe lease. There were no charges to ttudtcrhg expense kt phial 2001; however, Ccvhta setNed, for ',
app~ $12,000, tbs bshnce on 1be lease In Fort Laudentale, Rcrlde, whhh was charged against accrued
restructuttng ccats.

Stock Companeagon Expense

Stc'ck compensation expenses for Fiscal 2001 Iccmassd to app mdmately $26y,0'00, in bernese ot
approxhtately $63,000, or 30.9%, from the appnxdmatety $204,000 cbmged In Fhcal 2000. The increase h due to
having fewer cancsgatlcna cf certain resrlced stock grants tc employeea in the Current year over Nte pdor year.

Other Compensation

On September 21, 199S, Ccvhla entered hto an agreement wNb Wanen Feldman, Nte Nwn Cbalmtan'cf Nxt
Bomd bf Dirsctom and a sbaretxxdar of Ccvtsta As part ef thh agreement, a hmp sum payment in ihe then amount cf
$900.000 was made to Mr. Feldman tn aeahment of hh smphyment agmement. Ccvlsin paid $650,000 and Mr. Walt
Andsmcn, a major sharehalder, paid $260,000. Mr. Feldman's Employment~wss to have been in ethel urtS
December 31 ~ 2001. Covhta expensed $900,000 h Fhcal 2000 wttb $260,000 being accounted hr ss a cspNal
ccntrNtuacn.

Stmulhmsously, Rsvhlon LLC and Mr. WsN Andsncn fRevhhn/AndemorP) and Covhta entered Into put
Option agreements wINt Wanen Feldmsn, Sd Feidman ftha Feldmamd) and Lean Genet, ~neQ a dksctcr of
Ccvhta These put OpNon agresmsns alhwed the Feldmans and Genet the right to seN Ntelr stxue's of Cttvhta to
Revhlon/Andsmon at a prhs of $1 f100 per shee and obggated Revhlon/Anderson to putctxtae the attains during an
exerche pened beginning on December 11, 1999 and etxNng cn February 10, 2000. Revhlon/Andenton ptxchased Nxt

'hams under the put opthn agrsementa prior to the explra5on, wNb Nte excepacn of 100,TIS shams s55 held by ibe
Fekhlns, Covhta had no obfgaNcn lo purchase any shares tmm the Feldmans or Genet. Thacbeing market prhs cf
Covhta'i shares on September 21, 1999, the date of the agreemsnta, wss $1825, and Nte toad nurcber ot shares
covered by theag~was 120IL187. Using a blncmhl valuation model wgh an Interest rata ct 5% ands vohNNIY

rate of 60%, tbe fair value ot the Put Option agreemsnta was determined to be $4.0S per share or SLtf/0,664. Covhta
accounted for tbh nortcash tnmaacthn ss a charge to expense and a credit to Fake capihl dudng Fhcal 2000.

Other Income snd Rtpenes

Tchd other ktccme and expense for Fiscal 2001 lrtcmased apprctdmately $135,000. The components ot
other income'and experne are Interest expense,!ntersst Income and other items. Interest Income Increasedapp~ $52,000; Nttsrest expense detxesaed appiexhnamly $42,000; and appmximately $41,000 ln

insurance daims were ricslvecL .

The net hei ktr Rscal 2001 ot approxknately $8,629,000 represents a decrease In nst loss of.

apptctdmately $785,000 Ncm the nst loss of appncdmately $9,414,000 reported In Fhcal 2000, baaed on the

exphmaNcn of changes above.

urnrtdnn Cnnttnt

LI UlDITY AND CAP RESOURC S
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a teducNcn In «Ivesknenm of sppredmatsly $97NIN a reducOon ln accoutss racehstbfe ct sppuxknaboy Ogpu 00tb
sn Increase h prepaid 'expenses ct spp~ $149,000I sn bicresse In aNowsnce for dcubthl scccums ot
sppmdmstsly $912,000; and an Increase In sccnwd IhbNNes ct apprmdmstsly $1,600,000. Also tsfscOng ~&'spNalware an Increase In notes rscetvsbkt ot sppnotmatety $500000 Oum Capsule Commurfcagons Inc„a reducOc„
kr accounh payabkrs ct approxkmdety $8,49QKO; a dscmsse kr acrxued salaries snd wages ct spproxhn@N
$31 3,000; and a decrease bt current porNcn of long tenn debt ct $234,000. The current rsgo cf 0.5 to 1, decreased hcm
the 0.8 to 1 ra5o at the end ot Rtcal 2001.

Cn February 21 ~ 2', Cavd ~Owf cn Fehumy 20. 2002 Ns Boast ct Dkschxs fxtd approved Ors
prtwds sakr cf addNcnrd Common Stock cf up lo $12,500AÃ0. Tha kwastmeht wlN txdude a cash kifuskxt ct

'4%%,060;.ccrtbiboOcn cf $3,300,000 of Nxsd ssseh for debt cr Common Stock and ths convasfcn ct sN sxhisng
iong.term debt for debt or Ccuxnon Sack to Common Stock st the rate ct $6AR per share, wtfch was the cksbig prbe
fcr the Common Sock cn th'e date suthorbsd by ihe Board The ccmmNment for ttsxNng for the Invesbnent and ihs
convershn ct the Indebtedness Is sntkfpatsd io come pdmsrily Oom the ament Chsbman cf Covbas's Board cr his
designee's and is subJect to shsmho1deA approval sl the next Annual MeeOng, or a spsdsl meeNng cf Shmshcldem to
bs convened for such purposa As ct May 14, 2002, $2,600,000 ct cash wss meshed from Ois Chairmen ot Covfsta's
Board in exchange ter debt. HnaNy, the company is Flaring to obtain a Nne ct cnuN fmm s bank. If such Nns of credo
la not obhdned, the Chairman ot th'e Board has ccmmiOsd tc loaning $2 mNcn to the Company thmugh at least Ow .

second quarter of Oscsl 2004.

The cash tlow statement cf Covlsta for Fiscal 2002 IrxHcahd a decrease in cash and cash equivalents ct'pproximately$1,313,000. Norvossh adjusknsnts (dspriuoaocn, amorozeoon. reserve tor bsd debt, noah
compensation expense, snd gain cn Invesbnents,) of apprcxknately $9,697,000 and net changes ln assets and
NabNOes ct apprmdmatsly $1,690,000 added back to the net loss of spproxknatsly $11,970,000 resulted in net

. cash used by operations ct approximately $3 ri63,000. Cash used In Investing acOvNes amounted to approximately
$7,477,000, ofwhich spprmdmatsiy $5,465,000 were used tor the purchase of capital addNcns snd apprmdmately
$66,000 was used for the purchase of addNcnal circuits tc buNd out the network, the proceeds fmm sale
Investmsnts ot approximately $116,000, a note tram.Capsule Conununicatlone, a related party, of $500,000 and
payment fcr prepaid network cspadty of $4,000,000. These addNons were parthOy clhet by proceeds fram snd
the sale ot thud assets of apprcadmstely $2,338,000. The cash used fn financing actlvNes ot sppmximstely
$10,128,000 ccnshted prlmarNy ct the mpsyment of bank borrcwlngs ot approximately $616,000, offset by cash
received fram ths exerckie ot stock options cl approxlmstely$43,000, proceeds fmm lhe Issuance cf Common
Stack ot $6/00,000, a note payable to a related party of $4,400,000.

Accounts Receivable

Tha Company hss entered Into offset srrangemsnti with cerlaln customers„who are sho vendors,
sgowing for the sbNOy to ogset psysbie balanc'es against the Company's receivable balances.

The retag segment of Covtsta experience an apprrxdmate accounts receivable hanover of 53 days;. while
the whctesale segment has an accounts receivable turnover ot 64 days. t

U GPO S

Revenue RacognOton

The Company's mvenuss, nst of sales~ ere rsccgrszed in the perhd In widch the servkxi ls
provkfsd, based cn the number ct minutes cf trseccmmunkxrycns traNc carried, snd s rate psr mkiuts. Access and
otherservice fess chaged to customers, typkmNy monthly, am recognized In Ore psdcd kr wNch service ls~
Deferred Uns tnstaNstlon Coals

Deferred Nne lnstagatlon costs are cosh incurmd by the Covista for new fadNOes and costs Incunsd for
connections from witNn the Ccvlsta's network to the network ct alber telecommunicsNon suppNers (such ss
Verlzcn, MFS, GTE and other canfers). AmcrOzsOon ot these Nne instsNsOcn costs Is provided using Oie strslght-
Nne rnegiod ovst the centrum Ws of thegoes rang!ng fram three to Ove ycsm. --
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~ Company'accounh for the lmprNnnent of Icqqklled aaaela end fcr long4kied'aasehI'o be~ of hy
evilurahg Nte csnyktg value ol Ns lonlHlved aassls h mhNcn to Ihe operating performance snd futum cat~
cash Saws cf the underlyhg buakwssea annusgy and when kxgcahrw of knpeimwnt am presenb Lcngtbsd~ h
be dhPoaed ol, N'any, me evaluated ln rslaNon to Nre net resgzabh value. If Impakmsra h hcgcated, Nte amour» g N e
knpainnent h typhegy cehulated ushg~ cwpecbxl fuhue cash NouxL The.dhccunt mts appfed h Ih
Ihws h based on the company's weighted average coat of cspbak If ths carrying~
vahe of ths asset, the dWersnce wl be charged io lhe resuNs of cpemgons h ths psdod guet tbe~~~'ased cn the~s snalysh of Iuhxe undhcounted cash ihws whhh me h excess of Nte canylng~ & b,

.

ha@lived aassls, there does not appear.h be an lmpkment as cf Jenumy Sf ~ Nter

Capihl copendltures for Fhcal 2002 Iptaled spproxbnateiy 86,466,000,.and were Nuanced from h„+,
pmvlded from. Covlsta's vmrldng capNal, sale and lease back of tcm ewbches, end a private sale of squky and a
loan. 'Ths capital'expenditures wsce used for the addmon of Ihe IP network of approcdmahl'y St NS 000. ~~~
lo Covlsta's switches snd switch ages of sppmxbnatsly 84,48gi000; eoftwsre and hsrctwam upgrades to Covhta~s
computer network.of apprccdrnately $304,000; and tumbure, tbdurse and equipmsnt for nsw saha cfgces of
approxknstely 851 1;000, and'other fumgure snd Nxtums of 548,000.

Gaphal expendlhses for Ftscal 2008 ars eagmated at spproxbnately 58,000,000 snd are expected to be
Nnanced fmm fundsprovided from operations, and a cash lnhxrlon of W800,000 from s related pany cf Caviare.

lngatton .

Since Ingatfon has slowed ln recent years, Covhta does not begeve Ihat Rs business haa'een mahrhNy
agected by the relatively modest rate of price Increasea In ths economy. However, pressures In the hduaby to
reduce prhes, whhh have impacted Covlsta In the past, are expected to confnue. Aho the telscommunlcauons
Indueby has recarrtly experienced the 'fagure of several businesses, some of which are Covlsla's wholesale
customer and suppgsrs. These fagures not only have alfectsd Covhta's FY 2002 resulh, but may Impact future
results. covhta corainuea to seek improvements ln operagons and elNdsncy through capital expenditures:
Expenditures to improve Ihe aignagng system, Infcnnacon systems and the local area network are expected to
msuR In operagng costs savings, which could parNsgy olhet any futum cost increases.

RON MA S

'ovhbc h not a party to any legal proceedings or the subfsct of any chlm rsgarcNng snvlmnmenbN
matters generally 'inddentsf to Its business. In the opinion ct Management, compgance wbh. the Present
environmental protection laws should nct have a matedal adverse egect upoh Ihs flnanchl condgion of Covhta

ITEM 7A. an and osu
'

Madcet risk rspreaenls Nrs risk of chingee h vakre cf a Nnsnchl Inslnsneht, derlvagve or nawhnlvagve,
caused by NuctcmNons in hterest rates, hrelgn xcttangse rates snd equhy prhes, covhta's cash and Invesbnenh
exceed long4enn debt therefore, the exposure to Internet rate Nsk relates prImarily to Nre markehhle aecudges

'held by Covhta Ccvhta only Invests h Instrumenh with high credR quaNiy where a secondary market sxhla
Covlsta does not hofd any derfatlves misted to Ns Interest rate eXposure. Covhta aho~ long4enn debt at
.Nxed rates. Due to the nature and amcunh of ccvlsla'a note payable, an knmecgate t0% change ln klhmat rates
would not hhve a matsdal effect In Ccvhta's resubs of operations over the next Nacal year. Covlsta's exposure to

adveme changes In foreign exchange rates la atao Imnsterlal to.the consolidated statements as a whole.

TTKc48. - - —.FInancl Stetemenh s Su lame . -Da
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Not appgcshle.

es In e Disa e With u

'TEM 10. O

The tgrectors and ofgcets et Covlsta are as fogcwm

/AALU

. Henryd.Lukengl

A John Leach, Jr..

)0tvln Atwmd

JayJ. Miler

Mcholas Menlck

Wak Anderson

Leon Genet

Donald Jones

Thomas P. Gunning

~e gaaaon.

40 Chalmum ot the Board'S

. Director, Presktent, Chief Executkm Ogicer

86 pht Opsradng OI5cer and Dimeter

88 Dksctor

88 Director

48 Director

70 . Director

66 Director.

64 Treasurer, Sectstaty and Chief Ftnancktl Otgcer

Ccvtsta's dhectots ag Serve for one year tenne and unt5 their successors am elected and quafty. Otgcers serve at
8w pktesure ot lhe Board of Dlrsctom.

Henry G. Luksn, 51 waa elecktd a Director of Ccvhtta In February, 1889, and Chaltman ot 5ts Board kt
Febtutcy, 2001. currently, he ls President ct blunt Lake PtopeNes, Inc., a nud estate development 5nnm director
of Equity Broachsstlng CoIp„a TV nstwotlq a director of ACNTV, a home shopping company sel5ng through TV;'anagingAgent of Henry IV LLC, sn akcrsft sales company. A co-founder of Telo CcmmuNcadons Gmup ktc.,
he served as Chief Etstcu5ve OIBcer and Treasurer fram July, 1993 to ApN, 1888, snd Chairmen from July, 1988
lo October, 1897. Mr. Luken has aho served ai Chatrman of Tel-Labs, Inc„a tulecotnnwntcadons bggng Snn 'Te&abd)since 1991, and as Chairman of Tekm Devshpment Group, lnc., a computer systems finn owned by
Mr. Luken, since 1887, both ot web enthtes he founded.

Weh Anderson was elected a Dlmctor of Covtsta In February. 1889, and as Chakmsn ot ihe Baud In
November, 1999..Ns stepped dowo as Chshman In Februmy, 2001. He has been Manager of Rtndsitm LLC hom
June 1988 to gte present; Pmeldent and Chairman ct Entree IntetntNonat UtL (Flnantdal CotsuÃrg Setvfcee) horn
July, 1897 to ths present; Chairmen of Capsule Ccmmunlcs5ona, Ino, as ot ApN 2001, Chairman ot Teleport UK
UtL (Satet5te Ccmmunkm5ons) ftom May, 1898 to Ihe ptesenq Chalnnmrof Espidt Telsccm Group ph. (Telecom
Servkuts) from October, 1992 to November, 1888 and Ptesldeg and Chshman, hgd Adsndc Telecom (Telecom
Services), tmm May, 1884 to December, ISIKL Mr. Acdetscn1a aho a t5rsctor ct Amedctm Technology. Utbs
(Network Equipment) and Aquadus Holdings Ltd. (Water Tratwpatt Systems),

Leon Genst has cetvsd as a Dltscktr ektce October, 189IL For mots than lhe psst gte yaea, he has been a
parlner kt Genet Realty, a commetdat and tdusttlN real stpate brokerage 5rm. He serves ee a member of the Na5cnel
Commstcs and Induahy Board forihe Stale ot Israel Bunch Otganhadon and kt a shareholder, dkector snd ofgcer of
LPJ Communkm5cns, iri„vetch hes earned ccmmhtdcns fmm Covktta on the same bash as other hdependent sales
tepmsenlaBvea See~n Rel dcnshipe cnd RelatedTtsnsac5cna'.

— .- — JL Jchtt~ Jr. was sppoklled ptsdNtnt end C+M Execute'8 Odkutr snd e Skeeter-cf Ccvhtwon May
18&00. He had been Senior Vkm Pteskktnt cf Salsa at Bll Tekrcomm, Inc., from December, 1899 to May, 2000;
6 I 18 fh ld w I a I I 4 4 4ltCI Pl ~ 4HAll 4 L a.~ t ' to
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lhat, Mr. Lech was Vice Presidenl af Agent Seve& at BTI Tehccmm, fmm December, 1989 to June, 1998,'and
sales Manager at Mobilecamm (a Beg sadh campany) wham hs sterhd In sales ttnd mse to a.Regional sth
Managrw podgcn May, 1985 to December, 19NL

Jay J. MBm:, Eeq.has served ss a Dhrdor shan ttea Ha hss been apieagchg
y hN,Ycd HehCM afth B ~dAmT~fwdh™-aN ~~~M~ Heh
aho a rgmdor at Technahgy Insunmce Campany, Inc„a pruvk)er af various Ineumnce products h'he~
Mushy, snd certdh, of ih ef55ates. Mr. kghr has perhrmsd legal eevlces an befvdf af Cavkna.
Relaganshlps and~Tmnsac5ans."

Thames p., Gunning was appalnhid Vhs pmstdent, Secretmy / Tmeaumr of Cavkrta fn May 1899. HS was '-
appainted Chief Finendal ONcer h September; 1984 and served In that capacRy unN May Of 18SS,'s wae agah
appahted Chief Finandal QNcer In May af2000. He was appalrited S'ecretary of Covlsta In Janumy of tggS, He
haa served ss Controller of Cavhta since September, 1982. He ls a CerNled Publh Accountint gears'ed
states of New York and New Jersey.'ram 1898 unN Joining Cavlih, Mr. Gunning waa the senhr Audit Manager
at Raeenbsrg Sehmsn 5 Campany, a cerNed publh accoungng firm, Fram 1978 to 1889, he wse Chhf Fhancld
ONcer of Flyfalrs, Incarparated, a,travel whalesale operator. Pltar ki such Cme, Mr. Gunning held varhue pcsghne
In bath pubgc andprivate ecccungng tkms..

Danald Janee recenCy retIred from hts poslCon se Senhr Vhe Prssklent far Chapter Servhes of the ..
Amedcan Red Crone, far which he viorked since 1991. Prier ta )sining the Red Crass, Mr. Jones wae Dep'uty
Assistant Secretary at Defense for Mgltruy Manpower and P'emannsl Pagcy. Mr, Jones served h lhs United States
Anny for over 55 years and retired h 1891 wgh the permanent rank of Ueutenant tgensrd.

Nhhalas hlsnhk cunently serves as Pmeldent of Mt Vernon Investments, LLC, an lnveebnentcompany,'hich
he hss sewed as president since January 2002. Mr. Menick sewed as Senhr Vice pmddent and CNef

Ftnsnclal ONcsr of Telergy, Inc., a Igglvepeed Rber apth cammunhetlans network company, fmm May,2000 to
July, 2001. Telergy Cled for rearganlxegan under Ihe bankruphy have In October 2001 and h cunently in the
process of gquldatlan; prhi to Johlng Tslergy, Mr. Merrhk waa Chief Execu5vs QNcer of Up2Technalogies, Inc.
and Executive.Vhe president of Excel Communhatlons, each af whhh h a eubsk5ay at Telegtabe, Inc. (glabrC
convnunhauans, e-business services), Ram 199S angl 2000. From 1998 to 1997, he'wss Vhe pmefdent end Chief
Rnandel CNcsr of Telco cammunlaatlans Group, inc., and from 1985 ro 1996, hs wss vhe president at corporate
Fhsncs at the Roblnsan+lumphmy Company, Inc. and Managing Dksctar. of 8+I CapgaI.parhem.

Ksvtn A. Atwant was appointed Chief Qperacng Ollhsr of Covlcta an March 29, 2001 and was ehcled a
director af Covhta an July 17, 2001. He had prevtausly ssrved TotaiTel USA as President and Chhf Opemthg
ONcer from 1994 to 1998, when he lait the company tabecame President cf Narth Amerha farDesga'ommunhatlons,Inc. (formerly known as Ecanaphone, Inc.) end Rs eucceesor bymerger, Vlatel, Inc. In Apnl 2000,
he co.tounded Blink Data Corp., a teleccmmunhagans and data services provkier headquartesd ln northern Nsw
Jersey, where he was President and Chief Exsculvs OCher untg his mtum to Cavhta

, Bomd of Directors

coviela's Bamd of Dksctcrs curmngy ccnehh af eight persons. hro at wharrr hre membem at
management snd dx at wham am ncrunanagement dlrectam. Durhg the ihcal year ended January 31, 2002, th'

Board held two merchgs, each at whhh wae eRended by 80% af Rre dtredam then serving.

Covhta'e Bared at Dkscfom has AulB and Campenesgon Ca~ but does nat have a Ncrnlnegng
Commktes ar a cammRhe perfuming a ehgar hncgan. The AudR Crknmige'e cunengy ccndds of three nan-
msnagement dlreckni, Messrs. Mchalsa Merrhk, Donald Janss and Lean Genst. 'fhs cammi5se review's, snalyxes
and may make recommendsthns to the Board af Dhectam wgh respect ta Cavhh's gnsndd sWeinenh and canby.
The CammiRee has met and kitends to meet fmm Cme to Cme wgh Covhta's Independent publh accaunhmh to rnanRar
their acgvkhs. The.CompensaCan Caner'audate of Messra Henry Luken and Jay J. hghr end h dtwged with
mvtswlng and rscommendhg the campenea5cn snd benegtr payable to Covhh's senhr~e. Mr. leach ls an
~igda member of both the Campensetlan and Audit Cammgtees.
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ITEhl 11

The folhvdng table seta forth rhe ccmpansagcn vchtch cot(st» paid dts(ng tha fbssd yama ended tan(say $1, 2002
2001.,and 2000 to ga Chief Execugve Olgcer and lo each mmcugve cwcar cf Cavlsta or person,pedmmbtg sbutbtr
hmcgcns whose aggmgate remuumagon mcnnchri $100 ON& doing Cov(stn'a gsc(6 year ended ramsey 01, 2001 (th

.

"Named EsecugvetfL

Sutnmnfy Compstnatttfoo Table

/tttabs~atnggan
348atnnsdfss6E

$3c(VNQ $ 4(sVxN (N 5 0
$31IVNO $ 0 5 0

C/aapaaaanan
nvnnta
btgs-'tfl) .. Enatntnsgm@

$ 5550(4)
5 15M (5)

~ 'Itciaen P.
ttaaataa .

Vtaastar(scat,

~ad saeacur

trav(a%saut
csc(Q)sat'asas

$155/No '(5/No 5 0
$147550 5 0 5 0
$14o/No 5 0

'
0

$335577 $104,157 5 0

$ 11.585 (8)
$ 11%1 C)
$ 1).139 (8)

(1) Sce Optiaa Grant Table below

(2) 't'. Leach]oined Covhta an Msy 1ll, 2000. See part (e) for a cgscussion of Mr,~ s ~~
(3) Tbe amount shown mchdcs $26(1000 in bonus due to Mi. Leach ftocn 0MI/00 to 04/3061 but uot putd

andi PY 20(th

(4)

The amount shown rcprcsms Covhta's con(ri»(on under's 401(K) Deferred Compensstioa sud
Rctiremcnt Savings pLm of$346 snd $15/y)0 inndmbersemcut for certain xetccsttcn especsea,

(6) . The amount showa ceprcsecm Covfsts's contdbudon under fts 401()f) Deferred Ccabpemstim snd
Redrcmca» Ssvmgs Phm of $4405; Ccvista company auto espeuses of $1,760; sud Covfsts'8 gmup msfcr

. 'ed(cad haocgt of~0(L .

(7) The smom» shown ppesccts Coals(a'5 contribudon nader.its 401(K) De6ixcd Contpcossdcn smt
Rcthemcut Savings pbm of53L/bgL $U67 6»the use ofs Company'5 vchbde gtr non bccduem pmposcs sud
SERO for tern Hfe usunmcc prcmbnm

(6) The smoum shown ~,Covhts'8 coungmticm under Hs 401(fC) Deferred Ccsnpeusstion sud
Rednmmm Savings Pbutof$4%0,$h179 fcr theuse df »Company'8 vchtc)eh» uonbusiccss parlance sud'QRNfor term Hfe fumrscsac pcemiams.'9)

The sxnonot showa preseals Covists'8 amtribuden under its 401(E) Deg»rcd Compenuitlon scd
Retiremex» Savings Phm of$3~.
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I

!n Ootoher, 1508, adoPtsd 5s 1555 Stock OP5on Plan and kt February, 2000~cgted gs 1ggg Equhy
Incsnthm Phm, and In February, 2002 adopted gs 2001 Equity Incengvs Plan ghe 'Opgcn~ The Option
PlanS PnWlde that Cerlaln OPucna granted thereunder Sre Intended tc qualgy aa ".InCSnliVe SlaCk CPgcmF Wghm Ihe
meaning of Secgon 422A of the United States Internal Revenue Code, whge ricnquaggsd opgcns may else be
granted under ths opgcn plena. Incengve slack options may be gmntsd only to employees cf Ccvlaht, whge non.
quaN!ed options may be gnmtsd to norvsxscutfvh dheckxs, ccnsuhants and othem aa weg ss employewL

Tha Opgon Plans may be admlnhtsref by gttr Ccmpensagon Commlgse of Covbufs Bomd of Dlrsctcm.
covlsta has reserved 500,000 shanm pf ccnxncn stock under ihe 1550 Opgon phm and 750,000 shares of
Common Stock under 5s fggg. Equity Incsngve plarr, and 500,000 under 5a 2001 Equky 'Incengve ptsn for.
laammce to employees, officers, dlreclom asd aunthants d Cmdsla

No cpgcn may be transfensd by an cpgonee other than by wl5 or the hme of descent and dhttnbugon, and
dudng the 5fsume of an opgonee, an opycn niay be exemlsed only by htm. Iri the evsra cf termha5on of
employmsnt other than by death or dlssbl5ly, ihs cpgcnss wl5 have one monlh (subject to sxtsnston nct to exceed
an addlgcnal two months) after such termination during which he msy sxsndse Ids opgcn. Upon temdnsgon cf
emphyment of an optionee by mason of dstdh or permanent kdat dtvabglty. his opgori rema'ls for one
year lhenmlter to the extent 5 was exerchsble cn the date of such tsrmlnagon. No vlmgar gmgagon app5ea tc non.

'vpm55ed 4p5cne..

Opuons under the Option plans:must be yanked within 10 yearn from the effec5m. data of the'~
Opqcn plan. Incen5ve stock opuons granted under the Optfon Plans cannot be exsmberf tater than 10 yearn horn
the date cf grant. Opgons granted under. the Option Phuxt permit payment cf the exarchs pdce In cash or by
degvery tc Ccvtsta cf shares cl Common Stock already awned by the opuonee having a fair market value equal tc
the exercise pdcs of the options being exsrctwqf. or by a ccmblnsgon of such methods of payment, Therafcm, an .

optionee may be abls to tender shares cf Common Stock to purchase additional shares of Ccmmorr Stack and may,
theoretlcagy exsmlss ag of his stock options wkh no addlgbnsl Invesunent other than his original shares.

Any opcon which expires unexsrched or that terminates upon an employee's ceasing io be employed by
Covhta become avagable agakt for Issuance under the Opacn Plans.

Fcr further Infdrma5cn related lo stack opgon plans, refer to Item 9 In the Notes to the Ccnscgdated
Rninckd Statements.
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h. Jcter tcccb . 30L0000)
c itecteAhrad ~ 250800

YhceeeP.Oeeehs 25ASXI
7teeeee P; Oesehs txtuo

% erYctet OsrteeS67te 'eeercste~ se
SttlSI Yesg

165%
16.1%
13%

Ecaeha
gifts

SL00 JVb 1,2006
$L00 hrer 5tt2006
SL00 'etr 1,2006
$585 Pcs 1,2006

Pcteesel eelteesh
Vetechtseeuees
tretce sr Sreelr.

Ser
ffsgsLgtut

Jsek

$12tr132 $067PRZ
$107,755
$ 10.775
$16611 $51,466'i)~~~~d 1996S~OP~H V~gh'm~~~~h

camnxmciug six mondxs from tbodstc of grsrrt.

The following table: sets forth fuibrcrsdan accccnhrg each cxerchc of a slack option dudug Covfsts'6
'fhcsl year ended Jancsry 31, 2002 y ecch af the Named Executives, scd the number sud valuo af unexercised
apdons granted by Cavhts held by each of the Nimcd Jtxecctivcs on Jamsry 31, 2002

Aggegated Opthm Bhsrches in Last Fhcal Year
And Fiscal Year-End Opthn Values

Neesee crScectcce
UnsectrouU~

80ereeaccetrcs 09~ etRschlYceegea
JreissJLesgte~e Jfesr5hshhghsslscl~ts

77eeeee P. QeeeteS IC400 $111~ 1&atrt0400

Vslae crtseecectees
reeks Sreeer Osaeeeusne
~t lleeelYcer

Met'ecccrcc
1

$11141594110,U9

Far the theat year ended Janu«y 81, SISAL each dhsctor wha was not an emplayes of covhta wes
enOhd 50 receive a directeA fee af 81 8,000 per year, snd to bs, relmbumed for out-ofdracket expenses Incunsd h
connecgan whh attendance et mesgngs. Hawever, Messrs. Anderson and Luksn waived the right to receive such
calspensegon.

I e Ca e t! I C I

As Cavhta'0 CISef~Otlher, Mi. Leech bas;a gues0cs«smployme'nt agleam«8wgh Cavhta
elfecgve as of May 18, 2000, pursuant ur'whhli Mr. Lriech waspsldbasesshry stSre rate at 8800000 per annum
dudng Ihcal 2001. Pursuant to thh agreemsnt, Mc Leach was sho sogged to receive a slgnhg bonus,h Ihs
amaunt af 828,000 to cover rehcagcn snd other expenses, but to date Mr. eachfurs been paId anly 81S,000 of
ihh amaunL Mr. Leech h aho entlthd lo receive an annual banus In an amount not to exceed 100 percent of hh
then sgecgve base salary, based upon Mr. Leach% athlnment af «mual mvsnue and eamlngs lsrgsh as well es
management goals sst by ths, Bead al Cfrsctcm. Mr. Leach was guirantsed a mihlmum bonus paymerd of.
81 80,000 during ths first year af ibis agreemsnL

In connecgan with hh appalntmsnt as Chief Execugve Oflicer af Cavhla, Mr. Leach was granted an aptlan
under Covhia'0 1898 Stack Option plan lo purchase 288,000 shares of Covhh Common Scck. The opgan

'"--. gr«6«f te fck. Leradt Waa SChedutedic Veat aVer 6 pedad af gsee ye«S; in Sh,equal Semi.annual k«hlimel aS, gsr - ---
flrstat whhh cammencsd an Navember 18, 2000. The exerche price far gre opgan wss 81 AS end was based an
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caicuiaied based ori ths avbmge «Hosing price ol Ihe Covlsta Common Stock for'the 40 tnuHng days pily to May
18, 2001. In Heu cf sdtusgng the sxerdse price of Mr. Leach's options In fhe manner provided kr hts employmerd .

agresmenL on Februay 1; 2001 Covlsta granted to Mr. Leach an opOcn to pumhase 288,000 shares of Ccvksa
Common Stock, vestIng over a period of three yeas, bt six equal sem4uwlua( lnshtResrds, the 5mt ot which
commenced on August 1, 2001. The sxemhs pdcs for Oxr cpHon ls 82.00 per share snd Lv based on the fair marian
value cf Ihe covtsta common sock on the «kds of grsnL Ths opgon expires after a hrrm of ten yea@,

In ths event st a 'change of contmy ot Covlsta, as degnsd kt tfa employment agreement, Mr. Lea«dys
: 'tack opRcn, snd sbnHer benelhs, If any, shaHbe deemed Io vest In fuR cn the sgsc5ve data of such change cf.

controL pumuant to Ow agmemsnt, a 'change ot contmP shag be deemed to occur ff: g) any 'person'r'group'as

such tenne are used In sscHons 3, 8(a); 8 and 13(d) ot the sscudHss Exchange Act ot 1834, ss amended (the
*'Act")) other than Walt Anderson, Rsvtslcn LLC cr any of Oi«dr rsspec5vs sHRlates becomes a bsneHckO owner (es

such term Rr used kt the rukre promulgated underOle Acl). dtrscHy or nrdlrec5y, ot secu«IHss of Covb«ta rspresenHng
50 percent ct more cf the combined voting power of covkrla's then outsbsxgng securHfes; gl) a ctxmgs ln~~

ot Covtsta (as suchienn la dsltned In Rule 12b-2) shall have cccutred; gH) Ors ms(oNy of ihs B«xutf of tract«xs, ss
such entire Board of Gtrectors wa's composed as cf May 18, 2000, no longer serve as directors of Covlsta, except
Orat there shell not be counted toward such ms)cNy who no longer serve as dlrectom'Mr. Leach or any director
who ceased to serve ekher prior to the date cl lhe change Ht control, Ibr any mason, or at any. other tkne dus to
voluntary reslgnaOori (cthsr than In connecHon with an event described In gv) cr (v) below), death, dRsablRty or
enninatlon for cause, gv) the stockholdsm ot Covktta appmve a plan of complete HqukkNon of Covhta cr an-

t 'greement for ihe sale or NspcsiOon by C«xdsta of aH or substsntlsgy ag of Cavhta'0 assets; or (v) ihe stockholdem
of Cavd approve a merger or consoyds5on of Covhta w(th sny other company, other than a merger cr
ccnscydaHcn whhh would result In the combkred vo5ng ptlwsr ct Covlsta's voting sscurl5es cub«tan«Hng
kame«Hately prior thereto corNnulng to represent (either by mmakxng outshmdlng or by being converted Into voHng
sscuNIss ot the su«vlvtng en5ty) more than 50 percent cf ths combined vcHng power.of the voRng sscuNlss ct
Covlsta cr such surviving entity «xxstandlng Immediately sHer such merger or conscgda5on; pmvlded, however,
that no change ln conbcl shall be deemed to have occurred h sny plan ot RquldaHcn, sale of assets, merger or
consogdaOon provided in {Iv) and (v) above Is nct'consummate«L In addition, iny nsnsac5on Involving s Ievsmgsd
buyout or other acqutslson of Covista which would othsrwlss ccnsOtuts a change In contr«O, inwhtd«Mr, Mech'srttctpatssIn the survMug or successor sn5ty (other than solely as an empkryss or consultant) vNI not ccnstlute
a change in controL

As Covista's Chief Operating QIHcer, Mr. Alward hss a~ smploymsnt agrssmsnt sgecHve as ot
March 29, 2001, pursuant to whkh Mr. Alwsrd is paid an annual base salary of $250,000. Pursuant tc Orts
agrssmsnt, Mr. Alwsrd received a signing bonus Rt the amount of 324,000. Mr. Atward Is also snHHed Io receive
an annual bonus In an amount not tc sxceed100 pemsnt cf his then sflectlve base salary, based upon Covlsta's
ett«dnmsnt of annual revenue and earnings targets ss weH as management goals sst by the Board cf Drsctcrs. Mr.
Alwanfs agrssmsnt provides that he shall receive the same percentage bonus es Mr. Leach. Mr. Alward ts
guaranteed a minknum bonus'payment ot 3125,000 tor each year ot 5«IC sgmemsn4

In connscHon with his appointment as GIOef Cpera5ng Qtgcsr of Covtsts. Mr. Atwsrd wss granted an
option under Covkrta's 2001 Equhy Incentive plan to purchase 250,000 shares ot C«xfsla Ccrrvncn Sback.The
cpOcn granted to Mr. Alward vesta oVer a period of five years, In tsn equal semhueuat instegments, Ihe Orat ct
which commenced cn september 29, 2001. Ths sxer«5se pdcs for the option b«32.00.

In the event ol a 'change stcontrcP cf Ccvb«te, as dstlned in tfa 'smploymsnt agreement, Mr. Alward's
stock op5on, and simHar benefits, It any, shsR be deemed to vest In full on ths sgsctlve date ofsuch change of
control. Mr. Atwar«ys employment sgmement deHnes,'change of controp kr the same manner ss Mr. Leach's
employmsnt agreemsnt, as descrRxrd above.

Compsnsagon Commhtes Interlocks and InsMst Perg«dpatton

Jay J. MIHer, a dire«nor of C«rvLVCr, provided various legal servkxrs for Covlsta during Hscal 20«HL In Hscal
2002. Covk«ta paid 3144,874 to Mr. MHIsr for ssrvtces rsndsmd end accrued dudng 5scsl 2M2. AS ot Februmy 22,
2002, CcvLvta had Invokes payable'to Mr. hIRer tctagng 3175,316. Ccvkrta bsgeves that Mr. MRIer's fess wars
reasonable for the services perl'caned snd were no Isss favorable to Ccvkrta ihan could have been obtained Item
an umelated third party.
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. The fogowlng report deicribss the pogcfss pumuanl to wlgch compenaagon was paid to sxeccBm mik
.'tDeviate for performance during the gscal year ended January 31 ~ 2002.

Compensation Phffosophy srrrfAftpnmch. Ge~, Covlsta seeks to agract, retain and mogwde hs~
~l"mthmughammbfnmk ofb ~~ ~a~~ uponhdhkhg pea M~~
cPtlon awards under The Cmyata Comm~ krc. 2001 Equity Incengve Flan,and otherwise, Th Bo~ of
Disctcm begevea that a substanthd por5on of the aggregate annual compensagcn of each exscugve
bs brgusnced by the petf'urmance of Deviate and the Indhldual ccntdbugdn ot the exscugva cfgcsr.

Bsae Sifsrfea The Bomd cf Dhectcmbegevss gwt gm base aafades of Covbda'a exectxfm cecum for
fiscal 2001 were generagy below those for'ther comparable pcstgcns wfthht the telaccmmurccattcrw aervbs,
ktduaby and sinlsr Industries. However, Dcviala places algnigcant'emphasis on Incen5ve awards and stock opgon
grants as a mesne ct mctlvagng and rswardng Ita managemenL The Board ot Directors bsyevss 5tat this ahatsgy
Pmvldes optimal Incentives for management io create lang-tenn stockholder value..

fncanth&s Compenaatfon psymarta In adc55on to bass pay& acme ot Covfata'a senior exscugwm
gnchtdfng lta Ctdsf Executhm OfgceC ara syglbls to receive bonuses and stack option awards. Bonuses and stock
optfcns may be awarded,.based upon ths xgvvduast performance of each executive ofgcsr atgte arye dkxxstkm of
the Bceuf ot Directors'uring Ihe Fiscal Year 2002 John Leach mcelved a cash bonus cf 4400,000 ot wtcch
5250,000 was Payabts to Mr. Leach for the Period May 1& 2000 tc APrg 30& 2001 but nct Pakl unct FY 2002; Itevln
Alward received a bonus ot 5104 1ST; and 1homaa Gunning received a bonus ot 518 000. Stock cpgon grams
made to the Named Execu'fficers during fhcal 2002 are described in 'OpgonlSAR.Gmnta In Last'Fiscal Year.

Compensetfon oy fhe Chfey Execctfvs Cftfcsn The compenaagcn polhles sppgcable to Covhrbfa Chief
Executive Ogicer are sfmgar to those applicable to CcvLvta's other exscugve ofgcem. Mr. Leach has a three-yesr
employment agreement with Covtsta elfsc5ve as of May 18, 2000, pursuant to which Mr. Leach waa paid bass
aahrry at the rate of 3300,000 per, annum during 5acal 2001. Ptnsuant to this agreement, Mr. Leach was also.;
entitled to receive a signing bonus In the amount ot 525,000 to cover relocagon and other expenses, but tc date Mr.
Leach hae been pafd only 316,000 of this mncunt Mr. Leach ls atro en5tled to recahre an annual bonus In an
amount nct to exceed 100 percent cf his then egecgve base saucy, based upon Mr. Leach'a a5drumnt of annual
revenue snd earning targets, as well as management goals set by the Beaut ot Dlrectom. Mr. Leach wss
guaranteed a minimum bonus payment ot $150,000 during the 5rat year ot 55a agreement.

x

(THE REST OF THIS PAGE INTENTIONALLY LEFT BLANKj
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ITEM 12. of 8

Sswrlty Ownetabip.oy Cerfafrt Benetlcfaf Osrrtere. The following.table sets fcrlh the beneficial
ownership of Covlsta's Common Stack as of Aprm 30, 2002 by each person or group known by Covfeta
to be the beneficial owner cf five percent or more of the outstanding shattsa of Covhda Common StrxJL
Unless otherwise Indicated, each such person (alone or with family'mem8ers} has sole vcgng and
tgspcslve'ower with respect to the shares listed opposite such person's name.

. Kevin A. Alward
182 Powsll Road
Agenchds, NJ 07401

Wak'Andean
'000 L Street, ILW„5202
.Washington,'C 20038

Weren Fsldman
W6A Ssmworth Road
C55on, NJ 07012

Foundation for the Intsms5onal
. Ncn&ovemmentat Dsvskrprnsnt of Space
102331" Street NW
Su5s 300
Washington, DC 2000?

Henry G. Luken. Ilt
400 FslrWay Lane
Soddy Dshy, TN 37379

1. 766,779(3)

2,023,126(4)

J
.1,119,578(6)

4,531,133m

1IL1%

(4)

(8)

Except as otherwise sst foith In the footnotes to this table, ag shares ars bsnsgckBy owned snd sole
kwestmsnt and vccng palaver Is held by tlw persons named sbcvs, to the hest of Ccvtsta's lmowledgs.
Shares of Covtsts Common Rack sub)act to cpsons that are cunsn5y exsrchsble or exemhsbls within 60
days ot December 11, 2001 are deemed to be cutstsnr5ng and to be benetkfsgy owned by ths paean
hok5ng such options for the pmpose of computing the
percentage ownership ot such pemcn, but am not treated ss.outstandkrg for the purpose of cornpu5ng the
psrcemage wnership ot any olher person.
Based on 10JI19,406 shares outsbae&g '

Includes 25,000 shares of Covtsts Common Stack Is'suable to Mr. Atward under prs'sen5y sxerctssble
opthns, Also Includes 188,518 shares of Deviate Common Slack owned by trusts ot widch Mr, Atward's
minor cNldrsn sm bene~ 'as to whhh Mr. A!ward dlsdalms bens5ctat ownership.. Based cn the
Schsdrds 13D )ointly 5ted by Mr. Ahnud and cerbdn related en55ss on Novsmber 18, 2001.
Includes 1 PB7,798 shares of Ccvtsts Common Stock owned of record by Revision LLC, a wholly owned
substdbuy of Gold 6 Appal Transfer, SA, as to ag cfwtdch shares Mr. Anderson sxercLves sots vcsng
and dhpostsvs power. Dt the 1&7,798 shares owned of rsconl by Revtilon LLC, 1,179,732 are pledged
to Donald A. Burns to secure a kxm. Atro Indudes~ shues owned by the Fcundagcn fcr the
tntems5cnat NcrvGovsmmsntal Development 'of Spree, of wtdch Mr. An66rson ts the Prssktsnt and a
director, end esto whkh Mr. Anderson dwdatms bens5oiat~. Based cn the Scherkde 13DfA .

iokr5y 5tsd by Wa5 Anderson, Gold 6 Appal and.Revision on November 19, 2001. Notice hes been
received from Mr. Sums legal rsp~ that Mr. Anderson b In default of the loan sgmemect snd
that Mr. Burns Ieto axsrckte bls rights as a secumd patty w5h respect to the phdgsd shares
Inchdss 300,000 shares of Ccvkna Common Stock awned by fbe Warren H.,Feldmim Farn5y LLC., ss
to wtdch shares Mr. Feldman dkrctstms benegchd ownership. Based on the Schedule 13DIA 5led by Mr.
Fsldman on August 22, 200f.
Ot ths 923,844shares of Covtsta Common'Rock owned by the Foundation forthe Intsma5onal Ncn-
Govemrnental Development cf Specs,'703JI29 chaise are pledged to Donald A. Sums to secure a loan.

. Nc5cs hss bssn received fron Mr. Sums legal representative that Mr. Anderson ts in dsfauk of ths kxrn
.. agrssmsnt snd that Mr..Sums ts to exerchs h}s dghts Ss a sq-W p+ wFJt.rasps+ to.5;s pledged.

shares
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Security Ownerahfft afmanagement. The follawlng table sets faith as of April 30i 2M2, htformagan concerning
the benalhhl awnershlp of Cavlsbt Common Sack by each director, each nominee for ehcgon as a dksctar, and
each Named xecutlve, snd for ag dlrectms, dbsctor nominees and sxecu5ve oflhsrs as a gnep:

Percentage
Nmile snit Address Amount arid Natura af af
Of Benellahl Owner 'snsfhtat Ownership(1) Ches(2).

lgtvh A. Alward 1465,779(3)
, . 'altAnderson ~69 (4)

Leon Benet 41 ~ 120
Thomas P.Gunning, 62,300(5)
Danald Janes '.. 5 000A.JahnLeach,Jr...' 438,000(6)
Henry G. Luken, gf 4JO1,133(7)
Nkhohs Merrhk '00
Jay J. Mgler 35,400(9)
Ag directors, dtrechrnamlrsnm and execugvs ofllcem as a giaup
(9 persons) 9,328,601(SH7)

i * Less than one percent

10.0%
232%

K5%
353%

74.0%

(1)
'

g s atherwhe set fanh In ths footnotes h thh table, ell shares are berwgctsity awned and sole
investment and voting power h heM by the persons named abave, to the best ct Covlsta's lmowledge.
shares of cavhta common stock subject to apgans that are currently exerchable or exerchabls vwthtn 60
days at December 11, 2001 are deemed ta be autstandhg and to be bensgcb@y owned by the person
holding such options for ths purpose of computing ths
percentage ownership ot such pemcn, but are not treated ss autshndhg for ths purpose cf compucng the
percentage awnershlp ot any other parson.

(2) Based an 10JI19,405 shares aubrtsndlng
(3) Irxfudes 25,000 shares of Covhla Camman Slack hsuabts lo Mr Alward 'under presently exsmlsable.

optlans. Aho Irxfudss 18661 6 shares of Cavhta Gammon Stack awned by tnnts ot whhh Mr. Aiwanfs
minor children are benethisrles, acta which Mr. Alwmd die@alms bsnelhlal ownership. Based on the
Schedule 13D jointly gled by Mr. Aiward and certain related anat!ex an November 16, 2001.

(4) Irxdudes 1~,796 shares of Covhta Cammon Sack awned af record by Rsvhlan Ltq, a wholly awned
subsldtse of Gold 6 Appal Transfer, SA, as to sg of which shares Mr. Andaman exwchm sah valng
and dhpulUw pawer. Of lhe 14$7 796 shams owned of record by Revlslon LLC,.1 17S 732 shares sre'hdgsdto'Danald A. Sums)a secure a hsn. Cavhta has received nagcs from hlr. Sums gmt the loan ls
In default end 9 ls Mr. Burns'nteriihn to take ownership at the pledged shareL Aho Includes 725,329
shams owned by ths Founrktthn for the Intematlansl NanGmarmmental Devehpmsnt at Space, of whhh
Mr. Anderson h ths Prastdegt and s dhechr, snd as h which Mr. Anderson dhchhw benefhhl
ownership. Based on the schedule 13DIA jollily gted byWsk An6srean, Gold a Appal Revhion on
November 19, 2001.

(5) Includes 37,000 shares of Cavhta Cammon Stock hsuable to Mr. Gunning under cunsntly exetchsble
op5ons. Doss not Include 25,400.shares owned by Mr. Gunnhgs

(6) Inchdes 192,000 shares at cavhta common slack issuable to ML Leach under currec5y exercisable
.aplhna

(7) Baaed an the Bchedule 13DfA tiled by IVk. IJtken on Apdl 13, 2001.
(8) Includes 35,KO shares at Cavhta Common Stock hsuable ta Mr. Miller under currently exercisable

opthms.
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c) Cbgggge I! Co~

In August, 2000, Wag Andeson snd two entkkw cantmM by him, Gold 5 Appal Tranahr, SJL and Revhhn
LLC, ahng wkh FINDS, anteed hto a Shck Ptedge Agreement w5h Donald JL Sums, whhh was subssqusngy
amended In Ochber 2600 (as amenck4 5w Pledge Aipsemsny). Pumuant to ths Pledge Agreement, Rsvhlan LLC.
has pledged 1,178,732 shanm at Gammon Sock, and RNDS has phdged 7GL528 sheen at Cammon Slodc, h
secure a 813,000,000 lean made by Mr Sums to Mr. Anderson Geld 8 APPel Tnmahr, SJL and Rsvhlan LLC. Such
han h curmngy h dehuiL end canssqusngy hk. Sums has voung power wbh respect Io the phdged chess, Were
Mr. Sums to hredass upan the 1 J55IASI cbees ot Comtncn Stack phdged pursusm lo 5te pledgh Agreement, whhh

apprmfmahfy 1IR4 cf gur utshndng common Shade-5 coukl result ln a change cf ccntrct or cmjhtn Gatd .

8 Appel hss pakl back'epp~ 84200,000 of pdndpr5 olt 55s hsn from hk; Sums. The current vahs cf gte hen
with sccmsd Interest ls spp~ 88450J55L Covhhhas reached a a055cagonbam Mr. Sums conlhshg that 5
h hL Burns'ntengan to take awnershfp atgw phdged shawm.

On Februey 1, K01, lbs. Bead cf Dkectom ct Covhh authorized a rsnsaagm (he "Slack Issuance
Tranaac5orf) hvoMng the Issuance and sah af a falsi cf 3~,000 chess af Common Sack to the folhwlng 5use

'omona (the~cy) In the qmaunts hdcatscb Kevin AlwanL 1,000,000 shansu fL John Leach, 560,050 shanuq
and Henry G. Luksn, I'l, 2JÃ0,000 chess, pumuant to gw ndes at gar NASD, consumrna5on ot uwc Sack hsuancs
Tnmsacuan was sub)ect ta 0w approvd of Covlsta's sharehaldsrs because Mecca, Leech and Luken cunsnlly were

'5rechrs'and aglcera.at Covhta, and, In sddklon, It wss expected that Mr. Atwed would became an otlher at
Covhta. The transacgon was approved at a speckd sjmrshotders meegng on Mech 29, 2001. The stock wea
'fssusd In Aprg; 2001.

A change h canbol af Covhta rosy be deemed la have occurred as a result ot lhe foregoing ransecfans, ss Wsk
Andaman naw oanbols 23.3% ot the ouhtsodng Common Sock, snd Horsy G. token gl now contrals 3K'f the
0 suav2ng Common Stock,

ITEM13. CertalnRslsuo sh sa dRsl actions

Jay J. Mgler, a Dlrectar ot Covhh, hw pravlded various'hgal estvlc'sa far Covhh during Fhcsl 2602. In Fhcal
2002, Coasts paid 8144 574 ta Mr ~ Miler for servhss rendered and accrued fcr In Fhccd K02. As of Jsrwey 31,
2602, Cavlsta owed Mr. MNer $17841IL Covhta.befsvsa that IVk b55ers fees wars nrssonable far 5w ssrvhcw
performed snd ware na less hcvorabla to Covhh 5mn could have been.obtained horn an unrelated thkd pany. In
February; 2002, Covlsta granted ta Mr. hghr 88 000~ry shares op5anabls at SLOO psr share.

Lean Gsnet, a Dbectar af Covlsls, has pravlded agent servhes far Covlsla 5vough hh whc&pewed
Company, LPJ, Inc.. Lhuhg Fhcal 2602, LpJ, Inc. was paid corrsnlsahns ot 893,08IL The cormnhdorw pskf to LpJ,
Ina. were camputsd on the same hash aaafwrlndspendent agents retained by CovhhL

wsk Anchreon, a Clrsotcr'ot covtsta, serves an the Board ot-ctrsctocr ot cspsuh cornnssccauans, as~ h ITEM 10;:Hersy G. Luken gt, 5m Chalnnan at ths Board ot. Covlsta h a maJor tockhckhr at Capsule
Communha5cns: Cavhtn both pmcheses and seSs ssnHcss fern CaPsule Comm~ ha. Bshe to Capsule ln
Rscal 2002 were app~ 8818,0NL Pmohssss from Capsule vers spp~ 8580JNO. A5 ksrnaccans
were heed an campetbtvs tenne abhlned an an smrs length basta covhh has subssquen5y merged wbh capsule
Cammunhtahns (sse liam 1.&uskwssSubsequsnt Evsnh).

Cavhla has entered Into a lease agmsment hr 25JkN square feet of aglce space h Chsbanoaga,T~ wkh Hersy CL Luken 01 who h Cavkrla's Chalnnan ot Ihe Baed and Ih Prlndpsl sbeuhalder. 1be tenn af
the lease ls farthre yeea beglnnhg Septsmbsr1, 2001. The lease provides far annual rent at888400 bom Sephsnber
1, 2001 ta August 80,2002; SI18200 bcm SsPtember 1, K02 to August 30, K03; 8144,000 hen SePtember 1, KOS
to August 80 2004, wkh gte last twa ysius h be SI44,000 annusgy ad(usted hr the consumer Prhe Index, Ca'vlsh
begeves that such pmmhes ee leased on tsuns skngar to an em's hngth bsnsac5an.
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On July 2; 2501, Covhga received a Iorm from Henry G. LWom ill, Ns Chairman of the Board and pdnrfpai~r, ln gm amoratt of $4,000,00L The loan masses on Febaauy I ~ 200S together wNh accumulakrd lustiest rd
a rats of 7% per annum, The pmcesda of gte kwn were used to purdvrss a 10-year ccmmNment for appnobnakdy ES
blghn DS0 channel rages of IWscommunhagons nehvork cspaogyfmm an~ Party. The unaggkded party has
mcsngy Sed for Chapter 11 reorganizagcn; howrnrsr at Nw Sne of Ns NNng Nr ccngnuing to perform under the
agreement. Mr. Lukeri also advancrd the company $400,000, the Proceeds of whIWt 'ware used for cnskucgon ot
new fscSNes.

On February 1, 2001, the Bead of Directors of ths ComPany, sub(sot to Perfunctory harehotdeys appmvai which
was obtained on March 29, 2001, authodzsd the sale of a total ot 3,500,000 shares ol Common Stock to tha
following three persona (the "purchasers) in the amcurds incgcahr r Kevin Aiward, 1,000,000 shares; A. John
Leach, 500,000 shares; arid Horsy G. Lulem, NI, 2,000,000 sharea Ths Pumhasa pdcs for the Common Sock to
be issued to Messrs. Aiward, Leach and Luken Is $2.00 per shme, based on the fair market value of shares at
February 2, 2001. The stock sale was consummated'in Apr5 2001 wgh the Issuance of 3,180,000 shares bf
Common Stocfc. Tha Board ot Directors auihotzsd a deomase ot 350.000 shares to be purchased by Mr. Leach.

On Febnruy 1, 2001, the Board of Dtrsctors of ths Company authorized tits acqWstgcn of BNnk Daht Coiporagon;
a tetsccmmuntcagona company, of wtdch Kevin Alwmd was a principal shmeholder, Ofter and director, lor
300,000 shares of the Company's Common Stock valued at the fair mmkst value at March 29, 200't, for total
consideration cf $900,000. The~nwss completed on Mach 25, 2001.

On July 24, 2001, theCompiny issued a nota receivable to CapsWe Commurdcagons, Inc. of wMch a dkechrand'he
chairman of Nrs Company are prlnWpal shsreholdenL The nate was for a total prinWpat of $200,000 with

Interest payabie of 8%% to be paid no later than Ju/y 24, 2002. On August 9, 2001, the Company Issued a pote .

receivable to Capsule Commurdcagons, Ino. The nots was for a total prhdpat of $300,000 with interest payable ot
8%% to be paid no later than August 8,2002.

On August 31, 2001, Covtsta entered Irito.a transacgon with Appged FInandat Corp. an unafggated Nrrn

krvoiving the sale and leaseback of a tslecommuntcagcns swkch. Covhta reagzsd proceeds of approxknatsly
$1 450,000 from the sale porgcn ct the transacthn, and agreed to lease back the switch for a thme-year period at a
cast of apprmdmately $420,000 per annum, Henry G.'Luken, NI provkied an uncondhlonal guaranty of Covlsta's
payment obkgatlons to Applied Flnanckrl under the hase. Covhta dkt not compensate Mr. Luken fcr provkilng
such guaranty.

(THE REST OF THIS PAGE INTENTIONALLY LEFT BLANK)
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g)GGff)i)t)~

pursuant to gie requirements of Secgon 13 or 15(d) of the Securlgse Exchan@l Act cf 1934$ Ihe Registrant
1

duty caused this Report to be signed on ge behalf by gls undersigned, ieeeaunto duty aUNlodzed, on gle glteenth

day of May, 2002

COVISTA COMMUNICA7lONS, INC. 'Rsgiatrant)

Henry G. Luken lg
Chalnmm of gis Board

Pursuant to themrtclrements of the Securlgee Exchange Act of 1334, this Report has been signed behw by the
following persons on behalf of the Re'gtetrant and Ingte cyactgss and on the dates IndkaterL

Qkggture

Henry G. Luksn Ig
Chahman of gie Soard , May15, 2002

Visit Anderson
Director May 15, 2002

Director,
Chief Operqgng Otgcer

May 15; 2002

Leon Genst
et Director May 15. 2002

Donald Jones

J
A John Leach

Dlredor, President and ~

Chief Executkre Oflicer

Mey 15, 2002

'ay 15,2002

Dkectur. May 15,2002'ay

J. Mgier
May 15,2002

Thomas G I

thomas P. Gunning
Vce President, Treasurer and
Secretary, Chief Plnandsl Olitcer
and Pdnctpat Accoungng Otgcer

May 15, 2002



AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2019

O
ctober15

10:32
AM

-SC
PSC

-2003-200-C
-Page

78
of130

~)~SUB IDIAR(gg,

Shdementa Ie Y

~D

(a) (1) 'Financial - Statements,'he following consogdated gnanciai
Communicagons, tnc.. and subsidhrles are Included at ths snd of thbr Reports

oil a cta State h: .

Independent auditom'eport

Consolkhded, tndanca sheet's - January 31, 2002
and 2001

Consolidated statsmenta of toss and
comprehensive hss - years
ended January 31, 2002,2001 and 2000

Consolidated'statementa of shareholders'quity-
years ended Januaiy 31, 2002, 2001, 2000

Consogdated statements of cash 3ows- years
ended January 31, 2002,2001, 2000

Notes to consolidated tinanchrl statements

(a) (2) Supplemsnthry Data Furnished Pursuant .

to the,Rsqulnunents ot FOR5l 1040

Schedule- years ended January 31, 2002. 2001 and 2000

F-1

ValusHon and Qualifying Accounts (ConsoHdatsd)

Scheduhw other than. those listed above are oml5ed because they are not required, not appgcable or the
InfonmSon has hsen otharwhrs suppged.-
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INDEPENDENT

AUDITORS'EPORT'kxad

of Dtrectom and Starehokfem
Covfsta Comtnunhagons. Inc.
150 Clove Road
L55e Falls, New Jmsey07424

We have audged the acrxxnpsnyfng ccasogdatsd bakmce sheets cf Covhta Ctxnmunhagcm, Inc. and subskgsdsi
: '(the 'Comp~ ae of Januay 31, 2002 and 2001, and the mkded ccnsogdated statements cf 5xm and comprettsndve
-loss, shaeholdem'quky, snd cash 5ows for each of the three yearn in ths pedcd ended Jinuery 31,20tkb Cur eudgs'lsoIndudtxf the ccneofdsted tlnanchl~ schedule Ihtsd kt the Index st 5sm 14(sN@ these conscgdsted

gnendal ststemehts and 5nanckd tettsdxad schsdckr are the ssponsgtgty of lhs Cofnpsny's mensgernenL Cur
iesponsMly te to express an opinion cn these ccnsoEdsM gnsntfel statemenls slxl 5nsrxdd statement schedule.

, based on ouraud8a

We onductsd cur audga kt sccoidsnce with tax55ng standards generally accepted h the Unl!ed Setss of Amadou
Those stsndanfs requks gw't we plan and psdcrm the sudk to cbbdn 'mssonable ssurance about whether the
.ccnsoMsted gnanckd. statements ete Itee of materiel matatasmsnL Att suck ktctudes examkdng, 'cn a teal bash,

" evidence supporthg the amounts and Shckwures kt lhe consogdstsd gnandai statwnentL An audk sho Inckxlss
sssssstrlg the accoun5ng pdndpiss used end sgnnfcsant esgmskw made. by management, as we5 as evahsthg.the
overs5 co~ gnanclsl statement psentscc hn. We believe gwt cur eaRs provide a reasonable bash for cur
oplnkxt.

In ouroPIntcn, such ccnsogdeted 5nandsl statemects Present fskty, IO s5 materhl rssPectsr the tkwnckg Poslucn of
Ccvhta Communhsdcns, Inc. and subsldlsdss as cf January 81, 2002 and 2001, and 5w rssWts ct their cperagcns
and their cash 5ows fcr each of. Ihe three yearn In the period ended January 31, 2002 kt conforrnky wHh sccou'ncng
principles genmagy accepted In the Untied Satss cf Amedcs. Also, In our cplIccn, such 5nanckd statement schedule,
when considered tn rehgcn to the bash conscgdsted gnandsl statements taken as a whde, presents fsldy', In all
materkd mspecte ihe kdcrmsgon set forth themh.

/at CELCITTE 51QUCHE LLP
New York, New York
Ayal 26, 2002
(May 14. 2002 as to Note 2tb)

'
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COYISTA COmmmuPECAiWS, WO. AND SuaSIDIANINS
'ONSOLIDATED BAIANCE SHEETS

JANUARY 33v 2002 AND 2002

Cash and cash equivalents
Investments avagabkz lbr sah
Bade'aaiunts rerehsSe (net ofallowance for'doubtful
accounts of (54„ci87,130 and 54~~ in 2002 and 2001, 'espec0vely)

Notesnmztvabh
Prepaid eqenses and other current assets

4 1~,038
439,773 537,007

10~ 20M,178
500~~25 Iml ~Z5dQ

Total cunent assets

'ropertymdequipment, net

Defened line hstalMon casts (neL cf accumulated smorttza0on
ol'6843,049'and 5745@53 in 2002 and 2001, respectably)

Otherassds'(net of. accumuhted amoNza0on of 6 846,452 and 8 33,761
In 2002 and 2001, respecthrely.

. 13+15,428

12,489~6

24880~

13,020~

216g672

BI B ' 0

CURRENT LIABIGTIES~ payable
Other current and acaued BabSMes
Salaries and wages payable
Cunent porthn of hngeerm debt

Total cunent Itabili0es.

5 19,465~4 6 27~~
, 4,434,795 2~~.

991,012 1~,818'018K ~QdK!

Commhmenta and coritlngenchs (Note 24)

SHAREHOLDERS'QU1TY:
common stack, par value 6.05 per shai% uhorlzed 50,000t000
shares; issued M85,757 shares h 2002 snd9~~4 stance ln 2001

Addhlanal pdd4n capaal
Axumuhzed deML

619~
-25/50~

'. QRJR*ial)

475~1
30,016,454

UKRKK15)

Unearned ESOP shares .

Tteasury sbxk-at cost- 1~6,419 shares ln 2002 and 2001, respedhedy
Accumuhted other comprehensive income

3,014/79 ': 19308~
( Q(25,000)

( 4445,440) ( 1,445,440)



AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2019

O
ctober15

10:32
AM

-SC
PSC

-2003-200-C
-Page

82
of130

COVISTA COMIEUNICATIONSr INC. AND SUBSIDIARIES
CONSOUDATED SfATE94ENIS OF LOSS AND COIrIPRENENSXVE lOSS

YEARS ENDED JANUARY 3'002r 2001 AND.2000

NEfSALES

COSTS AND EXPENSES:

Access charge setBement (Note 18)
SeNng, general and admi~-(exchdlng 'tock:cornpensagon)
Restrucmltng charge
Other compensathn (Note iT)
Stock compensagon

76,475/02

30„rl86~ 26,902462 27,990445
'(31@VS)
5,770454

~(ELEC

116i059igm: 112,794Pya
(1~,483)

'107;474,690 '41r964,046 146,440+13

MK6232L!il

Total other Income (expense), net

lOSS BEFORE INCOME TAXES

INCOME TAX PROVISION

159p996
274,466

~2SRAK1

167~
41+&

~1ILLZ221

115,119
1,105

~921

NET LOSS

OTHER COMPREHENSIVE INCOME, NEf OF TAX
U raaazed holrgng gain

COMPREHENSDIE LOSS

BASIC IQSS PER COMMON SHARE

'ILUTEDIQSS PER COMMON SHARE

2K' ~gEE
LlKSRZZQ ~2551921

Ql ~1diQ'ee

notes to consolidated tlnroxdat statements,
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COVISTA COllllUNICATIONS, INC. AND SUSSIDIAIIIES
'ONSOLIDATED STATE94ENIS OF SNAREltOLDERS'QUITY

YEARS ENDED 2ANUAltY Sip 2002r 2001 AND 2000

IANUARY 31, 1999

rotdlng gain
nrptoye'e itock opgons
Ihugon (NOTE 12),
mt (NOTC 12)
'stock grants

IANINRY 31, 2000

IrokLng gain

unpkryee stock opgons/ grants
'shares for other assets
I'shade giants

Common

455,739

Retained
Addltlonal Ramlngs

Paid-In (Accumulated

DgnglL)
22,809/18 $ 6,757,987

Treasury

6 (1,456,781)

Accunudatad
Ulraamad Other

ESOP Comprahenstue

(12,'225~) 8 100,721

61$55 .

18,727 1,780,422

250P00

@70'

~~~0 (1,769)::

161,776
79,531

825 135i187

170,773

- ~L82L!kQ

13,380

(270)

474rt66 29 710jt94 (2,656,215) (1,458,550) (12,2258M)

Zehl
16,442,184

61,055

1,799,149

250,000

4JP0~
(1,769)~980 2001

14,006,971
79~1

136,012

1&4~
(270)

L8192851
IANUARY 31, 2001

employee stock opgons/ gents .
shares for other assets

r of FSOP

15tock Grants

lri on sale of Invesbnents

2ANUARY 31, 2002

(ti/285 519) (lg445g440)30,016/54

6,142,500
41,944

885~
( 12,195,000)

759@M

(12'25~) '41~.475,291

157,500
1,497

15,000

(30,000) .

5,777+93

6~~
43,441

900,000

759,200
413(241~7) (2, 07)

- ~Q8L588) ~1L98L8881
~irKRS ~urrrrr ~RJRIJ9Q~arre~~ ~unrrrr

& consolidated Bnanrtal atatemenls
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COTESTA COIEMIJNICATIONSc INC AM2 SUBSIDIARIES
CONSOLZDATED STATENEIETS OF CASH FLOWS

YEARS ENDED 3ANUARY 32r 2002c 2002, AND 2000

CASH FLOWS FROW OPERATING ACIIVDIESI

Net hss
Ad)ustments la recondle riet hss lo net

cash (uMd ln) provided by operaEng acEvtgec .:
Deprech5m and amor0zathn
Provlslon for doubthl accounls
Ncxrcash stock compensation expense
Deferred Incxrme taxes

ng (chdlt) change, net of cash'pard
Loss on disposal of prepacked equipment
(Gain) hss on sale of hrvestments
Change ln assets and Ihbl88em c

hnccresse) decrease In assebo
Trade accounts recelvabh.

expenses and other4xacant as'sets

hxraasa (decrease) ln Ihbllltles:~ payable
Other current and accsued llahiMes
Other long4arm llabglues .

(11,969~)

4468,6315~~
12,011

(265,733)

4~c957
251,683

' (164@00)

(8,494,772)
'&033,621

~?003??1

3~ c85
~,761

266+65

'tt690
5417

2 48SP59
ig074/16
5424/69
2t703~
(318/79)

1646

789~8
1~9468
(293+84)

3,157,678
(558/12)

~?66ld)

(6,004,893)
(305+46)

52/36

4,102/24
(110P87J
D?A60)

8.(8c629c304) S (9,414~)

Net cash (used ln) provided by operating acgviEes

CASH FLOWS FROM INVESTING ACIIVllIESr

Net Assets acquired In purchase of Bgnk Data Corporation

Pmceeds ham sales and maturlttas of
Investments avaaable for sale (net).

Pcschasesof pmperty and equipment 'roceedsflam sale of property and equlpcnent and tease@& transac8ons

Notes recelahle flam related party
Payments for dcdtsred line Instalhgon costs
Paymenhibr prepaid network capadty
Cogecgon on nohs reccdvabh I)am employees

Net cash used In InvesdnguctMths

CASH FLOWS FRDPI FINANCZNG ACIIVITIES:

Proceeh ham the hsuance of Common Stock
Proceerh gam Stock Opgocn exerchad
Noh payahh lo rehtad party
Repayment on hank horrawings

Net cash piavlded hy (used In), flnandng ac5vltles

115~
(5,465P29)

2c338+38
(500~000)

(55c809)

(4~000)

86,788
(3@27+93)

'g75

(47/21)

(3,018,710)
17~

(55~2)

.6~,5N
43,441

4,400,000 .

~1KJi92

8,437

~Ki9ZK

1,799,149

~~64

~5d(R
~Z82Z 1691 ~EILSSI) ~%42?d)
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COVISTA CONNNICATIOPEL INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF'CASH FLOWS

YEARS'ENDED JANLIAIIY 31, 20'00I AND 2000
(CottSnuesQ

CASH AND CASH EQUIVALENIS,

BEENNING OF YEAR

KL312851) '(Vi~0) S(I,SV,yI3)

CASH AND CASH EQUIVALENTS,

END OF YEAR

SUPPLEMENTAL DESCLDSURES OF

CASH FLOW INFORMATION:

Cash paid(~ during the year for.

~JLSI ~IL'i222 ~~JIG

51K 4

Issuance of Common Sack in connect sslth Slink Data

acqutddon for other assets and cash ~llllus O'
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COYISPA COMEIUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSIXIDATED FINANCSlL STATEMENTS

FOR THE YEARS ENDED 3ANUARY 81r 20M 2MX AND 2000

FIATVRR OF OPERATlONS

. Covfsta Communkatfons,. Inc. ~"3& apd Es whoiiyowmd. subsldhdes gq&~, the
"Compan& operates as a switch based nwale common4arrfer providing twenty@&ur hour, seven day a .

week, domestic end Internatfonal long rmstsnce tsiecommunkations service ta customers throughout the .

Linltsd Siates. The Company's prlndpal~ are primarily businesses and other corsmon carriers.
On September 15, 2000, the Company changed Its name flom Total-Tel,USA Cornmunksuons, Inc. to
Covista Communkattons, Inc.

SIINMARY OF SXSNIFXCAFff ACCOVFING FOLIQES

: pifndplar afConselidaffon - The consolidated Enandal slatements lndude the accounts, of Covista .

Communications; Inc. and Its subsidiaries, all of which are wholly~ All Intenompany transacdons
and bahnces have been eliminated ln the consolidated gnandal statements.

fbsvrirue fecrrgrrfRforr- The Company's revenues, net of saks dtscounbl ate rexgnbed ln the perkd ln
whkh the sevke Is provided, based on the number of minutes of ~unlcattans trailk carded, and e
rate per mlnuth Axess and other service fees chanied to customes, typkally monthly, are recognkmd In
the period In whkh setvtce fs provided.

pnopertyand8frrlpment- property snd equipment are slated at cost Deprechtlon.and amorttastton
Is being provided by use of. the straight-line method over the estimated useful lives of the nested
assets. Leasehold knprovements are amortized over the shorter of the iann of the hase or the useful
lives of the asset,

The estknated useful lives of the prlndpal chsses of assels are as follows:

Cawiflcatton Years

Machinery and equipment 5-10
OIIIce furniture, Ihtures and equipment 7-10
Vehkfes
teasel@id Improvements 2-10
Computer equipment andsoftware,... 5-7

fPrdbrzwrfljrrrr 2hsfsllaffon Casts- The Company defers chargeS from other common carrfem whkh
cover the cost of installing telephone,tanssmeSon faditdes (lines). Amoruzatton of these costs ls
provkled using the straight-line method over the connect life of the lines ranging Item three to five

Ctsrzovjser fjszs-. Customer lists, Induded ts other assets, represents the fair value of the customer
base acquired and Is INSng amoruzed using an a~ method ever a pertad of 3 years. The
carrying value of the custener ILt ls reviewed on a quarterly'asis for the exbtence of facts or

. drcumstances, both Internally and externally, that may suggest knpairment During Iiscal year 2001,.the
Company acquired a cuslnmer Itst through the issuance of 14~ shares of treasury shock valuerf at the
fair market value of the Company's Common Sock on the date of the transaCon. During gscal year
2002, the Company acquired a customer Ifst through an cquuisidon by bsuing 300NO shares ol'ts
Common Stock at'the fair market.value of the Company's Common Stack on the date of the~n.
The excess of the purchase price over the net assets of company acquired were allocated 100% to the
cuslnmer list,
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COVISTA COSEEUNICATIONS, INC. AND SUBSIDIARIES
NtyTES TO CONSOLTDATED FLNANCXAL STATEI4ENTS (contlniad)

FOR THE YEARS ENDED 3ANUARY 31, 2002'001 AND 2000

Qsrr offENnxsfns - The preparatfon af consogdafed fkvmcfaf statements In mnfbrmEy with generally
accepted acmundng prfndples.requires management tn make~ and assumptions that afyact
the reported amounts of assets and llabilfges, the dfscksure af contingent assets and Iiahlllbes et the
date of the consolidated llnandal statements and jhe reported amounts of revenues and ezpenses
during the reported period. Actual results muld differ fram thase estknates.

Conceefzaffomr of C2wdlt Rhk'- 'The Company sells ks telecammunlcatfans services and products .

primarily tn small to medium size busfnesses and whoheafe customers. The Company perfbnns ongalng.,
credit evaluations af both its rebtfl and wholesale customers The Company geneally does nat require ~

collateral,. however when cfrcumstances warrant, deposits are'equted. Recent condlgans In the'
telecommunlcagani Indusby have given hse to an Increase In potengal doubtfbi acmunts. Alknvances,
are maintained far such patengal credit losses.'he Company has enteed Into affhet arrangements
with certain of Its customers, wha are also vendors, allowln9 far the ability tn offset receivables against
the Compamjs payables balance.

Lass per SSane - Easfc loss per share Is represented by net loss available to.mmmon shareholders
dlvkfed by the weighted-average number of mmmon shares outstanding during the period. Muted, lass
per share reflects the potenhal dilution that.muld occur lf securities or stack options were exenfsed or
mnveted into Camman Sack during the period, II'dilunve (see Nots 153.

AufAonhed Common Stncfr On February 23, 2000, the Company's shareholders approved an
increaM In the number of authorIzed shares of Common Stock from 20,000,000 to 50,000,000 shares.

theft and Cash LkfzrftwleoLs- The Company considers all highly liquid investments p~ with an
ohglnaf maturity of three months or less ta be Cash equivalents. Cash and cash equivalents mnsfst af
cash on hand, demand deposits and money market acmunfs.

fair'alue of Hnancfal Jbs0zrmeots - For cash and cash equivalents, the carrying value Is a
reasonable esdmate af its fair value. The esdma5xl fair value of publicly traded nnandaf Instruments h
determined by the Campany using quoted market prices, dealer quotes and phces obtained from .

independent third paNes. For flnandal Instruments not pubildy traded, fair values are esthnahd based
on values obtained from Independent third parties ar quoted market prkas of comparable Instnsnents.
The fafr value of the debt was deteimlned based an Interek rates that are cunently available to, the
Campany for issuance of debt wkh similar tiims and remain!ag maturiths for debt issues that are nat
traded on quoted market phcas. However, judgment!s required ta Intepmt market data to devsfap the
esthnates of fair value. Accordingly, the estbnatm are not necessarily. Mdtcatfve af the amounts that
cauld be realized in a currentnnvket exchange.

The canylng values and fair values of financial lnstnsnents ate as follows;

2002 2001
Carrying .. Fair

Value Value Value Value
Assets:

Cash and cash equivalents 8 1379,038 8 1~,038 8 ~glg89 8 2,691,889
Investments available for sale 8 439,773 8 439,773 8 337,007 8 537,007

4g781g409 8 4g78$405 8 997g100 8 997~100
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COVISTA COMMUNICATIONS, INC AND SUBSIDIAIIIES.
NOTES TO CONSOLIDATED FINANCXAL STATEIvlENTS (cantlnuea)

FORTHE YEARS ENDED JANUARY 31 2004 2002 AND 2000

LnmHJvedAarefis- The Company accounts for the Impairment of krng-lived assets and far ha~~
assets ta be dlspased of by evaluating the canylng value of Rs lang4Ived assets In rehtlon to the
operating perlbrmance and Iirture undiamuntsd cash flaws of the underlying businesses annuafiy a~
when Indkattons af Impairment are, present. Long-lived assets to be disposed of, ll'ny, are evaluated
In rehtian to the nez reahable value. If impairment Is Indicated, the amount ol'he Impalrm
typkally calculated using discounted expedsd future cash flows.'The dtsmunt mte appged ta Rrese cash.
flows Is based an the Company's weighted average. cast of capital. If the carrying value of the asset
exceeds the lhlr value of the asset, the difference will be charged ta the results af operations rn the
period that the Impairment accurrerL .

1

:, ffecrnrR Accnvnlfng Pronarnrcernenfis— Statement of Hnandal Accounting Standards (SFAS) No.
133,'cmunffng .fbr Derivative Instnsnenls and Hedging Activlues, Is effecdve far all IIscal,years
beginning alter June 13, 2000. SFAS 133, as amended, establishes accounting and reporting standards
for derivative Instrunmts, lndudlng certain derlvathte Instruments embedded In other mntrads and for
hedging acdvitles. Under SFAS 133, certain mntracts that Were not formerly mnsldered derivatives may
now meet the definition of a derivauve. Tile Company adapled FAS 133 ef5ecthe February I, 2001. The
adaption of SFAS 133 did not have a slgnWcant Impact on the finandal position, results af operation, ar
cash flows of the Company.

In June 2001, the Flnandal Accounting Sbmdards Board ('FASB") Issued Statement of Hnandal
Acmuntlng Standards No. 141 ("SFAS 141'), 'Business Combinations." SFAS 141 requires the purchase
methad of acmuntlng for business mmblnations Initiated after June 30, 2001 and e!Imlnatss the
paaiIng-of interests method. Covtsbr does not believe that the adaption of SFAS 141 vrill have a
significant Impacz on Its financial statements, beyond the cessation of gaadw!R amardzation an future
business mmblnatlons. As of January 31, 2002 Cavlsta has no Goodwill recorded on Its books.

In June 2001, the FASB Issued Salemerrt of Hnandal ~g Standards No. 142 ("SFAS 142"),
'Goadwlll and Other Intangible AsMb, which Is effecUm~ 1, 2002. SFAS 142 mqulres, among .

other things, the discontinuance af goadwill amortbatfon. In addfilan, the standard Indudes provisions for
the redassIIIcagon of certain exrsung remgnrml Intangibles as goodwill, reassessment of the useful Ives af
extstfng recognized Inbmglbles, red~ af certain Inlanglbles aut of prevhusiy reported goodwill and
the IdentÃcathn of reporting units far purposes af~ potential future Impalrments cf gaodwllL SFAS
142 eisa requires~ to mmplete a transfilonal goodwS knpalrment test sbr months fiam the date of
adoption. Cavhta Is currently assessing but has nat yst d Iermlned the Impact al'FAS 142 on Rs IInandal
JxeRkrn and resufis of operations.,

In August 2001, the FASB Issued Qalsment of Hnandal Acmunung Sbrndards Na 143 ~AS 143"),
'Acccentlng for Asset Retirement ObNgadons, which Is effecffve far ell Ihcal years girinlng February 1,

'2003; SFAS 143 requires remrding the.lhlr value of a SabSty far an asset etbement~ Rr the period
h which lt Is Incurred, and a mrrespandlng Rrcrease In the carrying'alue af the rehtad kngghhsd asset,
Over tine, the Ihbility Is accreted ta Its present value each perlad, and thqzapfiaihed cast kr depredated
over the u9dbi life af the rehtsd asset, Upon eetement qf the llaMty, R kr either setded lbr Rs morded
amount or a gain or lass upan~ Is recordsxL Cavkna Is errantly~ but has not yet
detennlned the Rnpact of SFAS 143 on Rsfinandal pasRion and resufis af operathns.



AC
C
EPTED

FO
R
PR

O
C
ESSIN

G
-2019

O
ctober15

10:32
AM

-SC
PSC

-2003-200-C
-Page

89
of130

OOYISTA COMNUNICATIONS, INO. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (contlrured)

FOR THE YEARS ENDED IANUARY 35„2004 2001 AND 2000

ln odober 2001, the FA5B issued statement of Financial Accounting Standards No. 144 ('SFAS 144'& ~

Acmuntfng Ibr the Impairment or Disposal of Long Uved Asseb, whkh Is effective February 1, 2002 .

SFAS 144 replaces the Statement of Ftnandal Acmun0ng Standards No. 121, Accoun8ng for the
Impairment of Long Uved Assets and lbr LoneQved Assets ta be Dtspased Of'. SFAS 144 requires that
Rng-lived assets be measured at the lower of the carrying amount or fair value, less mst to sell,

. whether tnduded ln mntlnutng apeattons ar In dtscondnued opeagons. Cavtsta Is cunendy assessing
' but has not yet determined the Impact of SFAS 144 on Its ftnandal position and rasuks of apeatlons.

3.'-SEGNEWl'EPORTING

, The Company sells tetemmmunkattan sevtcss ta tsva dlsdnct segments: a retell segment, consls8ng,
'rimarily af small to medium size bustnesses within the Norttwastern United Bates, and a wholesale

segment, with sales to other telemmmunkatlons carrters;

In addition to dlrecL msts, each segment Is allocated a proportion af the Company's operating
expenses,'Indudlng utillzatlon of its switch and fadilttes. The'allacadan af'expenses IS based upon Ihe
minutes of use fkwvtng through the Company's switching netvvark. There are no Iniesegment sales.
Assets are held at the consolidated level and are not ailacable to the operating segments. Management'valuates

performance on operating results af the two business segments.

Summarized Iinandal Infarmauon mncernlng the Company's reportable segments ts shown In the
Ibltawing table.

Retell Wholesale Total
2002

Net'ales
Gloss margin
Operating lass

5 47,423402 8 47/89,194 5, 95P12,696
ji 18~021/471 8 815~423 8 ?Bp836/94

(7g013P76) 8 (Sg148g618) $(12(161g994)

2001
Net sales
Grass margtn
Qpeattng lass

53,487,012 8 79,743,42$
13,0%,019 8 5@53,899

(6g54$566)' (2~19/0 8)

8133,230,437

5 18,435,918

8 (8(733,609)

2000
Net sales
Grass margin
Opera0ng lass
Operating (toss) income alter other mmpensation

69g023g194 6 70g737P03 $139g760g497

20g~262 8 6g253g857 5 26g966y119

(3g905g664) 6 2g996g502 8 ( 909/162)

(6~760~900) 8 Big184 8 (6g679g716)
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COVISTA COINIIIUNICATIONS, INC. AND SUSSIDIARIES
NOTES TO CONSOLXDATED HNANCIAL STATENKNI3 (contlnuerfj

POR TNE.YEARS ENDSD 3ANUARY 31, 2002, 2001 AND 2000

2002
Qqallnsshssl
gsls i000

0 25+5 j ~

414~

Market
I8000

j 25,000
414~

85I822I 8
' 8= SLZII

2001
Qmtilsanllml

Oat gsln 1000'j 20000 j . j - j 2SA00
200J000

' j 200Pjo

8235298 45L39I .4 '- IEZ8Z '

'The defer'red tax on the net unreahed gains at 3anuary 31, 2002 and 2001 were $0 and 80, resp
msultlng ln net amounts of $0 and 6241@07 In Accumulated Other Comprehensive Income.

The bond wIII mature In 2005.

5. PROPERTY AND EQUIPMENT

, Property and equipment consists of:

Machinery, and equipment
ONce,furniture, Ibtures and equipment
Leasehold Improvements
Vehldes
Computer equfpmentand software
jtlachinery and equipment 01 progress

~00
17,064,974

2,672J237
',497,811

181@56
7J325J243~~ 8K

~0
16,429,970

2,755,736.
lJ375J200,

181J256
6J881,624

~KRR

Less accumulated depredagop and smortlrathn

. 30PI4J4M 27,717,125

~~SR ~J29L5d6

Depredation and amor62atton expense related to property and,equipment for the years ended.
3anuary 31, 2002, 2001 and 2MO, was 83,658444, 83,433,004, and 82,862,151, respectlely.
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COVISTA COalIIIUNICATIONSs INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED PINANCZAL STATEINIENTS (continued)

FOR THE YEARS ENDED 3ANUARY 31N 2002N 2001 AND 2000

6. ZNCQNE TAXES

The provision (benefit) for income taxes lndudes the fdhwlng:

XQQR

, Federal.
Currant .

Deferred
Shia Income taxes

Deferred

1,893,850

—II@66

Deferred income taxes reflect the,net tsx elfech of temporary differences behveen the carrying
amounts of assets and Ihblllths for fhandal repordng purposes and the amounts used for Income tax
purposes. Valuation allowances are Provkied against assets that are not likely to be resaltzed.

The income tax effects of significan Items comprising the Company's net defened lax asset (liability)
are as follows:

2002
QBEg ~oILtEE1

2001
~on ~08

Deltsred lit assets:
Allowance for doubthl accounts
Accrued compensation'expense
Unamorttzed lease Incentive
Aanii& expenses

. Net operating hss carryforward.
.AhjsrnatNe mlnknum lax credk
Other

8 1,991,860

332,560

268,130

10,877,719
593d9ID

4 1+16s570

77,180

'97asl80
89480-

6e566N190'-
593Pf0

'otal gross defemd tax assets
Less: Valuathn allowance

Total net deferred tax asset

2P98a970

~RK9)
lid739s789 ip93d750 '7PlSN990

~940 021 U15828l ~RL229II)
3si+0

Deihrred tax Ihbliides:
Property and equip'ment
Other-

. (2,209N610) (1s93740)
~NLJM&

Total deferred tax llabimhs Q@~6@ +~03 ~0

N*deleaed tat asset (llaNlay) d
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COYIST'A CONIEUNICATIOILL INC. AND SUBSIDIAFIIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)'OR

THE YEARS ENDED 3ANUARY 34 2004 200l AND 2000

A reconcEatfon from the US. statutary tax rats of 34% to the effective tax rate far income taxes on the
consolidated statements of (loss) earnings fs as follows:

'mputed expense at tatutary rates
(Reductions) Increase In taxes resulting froln:

Tax exempt interest Income

. Sfafa taxes (benefit), net'of federal Income
tax benefit

Put agreement
Vafuatfon alhwance
Other

mg
$ (4,069,660)

(550)

(70&453)

4@22,609

~~&BE

S (2 933,963) 9 (2%1P99)

(3,140) '3/20)
(513.164) - (191~0)

1,219,549
3.703,659 3,702,881~~El ~Su3Z

~22@2

At 3anuary 31, 2002,,for Federal Income tax purposes, the Company had net opeatlng lass
canyfarwards of approxhnately 624.4 mHllon which will begin to expire fn stages )n the year 2020, and
alternative minimum tax credit canyfarwards of approximately 4594,000. The alternative mlnfmum tax
ared'aes not expire.

7. LEASE COIviNXTNENTS

The Campany rents vaHous facRtss'under lease agreenenm dasslfled as operalfng hsses. Several af
the undefylng agreements contain ceitsln Incentives effmfriatfng payments at the Incepffon af the lease.
Lease Incentives are amarttzed on a strafght-line basIs over the entire hase term. Under tems af these
leases, the Company fs required to pay its proportionate share of Increasm fn real estate ~,
apeating expenses and other related'msts.

The Gompany leases wamhouse space In Beffevfffe, New 3ersay fiam a partneshlp!n which twa of the
pefnes were directors and ma)ar shareholders af the Company. Both perinea are no longer directors.
During the fiscal years ended 3anuary 31, 2002, 2001 and 2000, the Campany paid rent af 621~0,

r»649,479 and $62,848, respectively to the partneshlp. Ihe fease expired on November 30; 1998, and
has been renewed su/act to teimfnatfan upon 12(Mays prior wntten notice by either party. The lease
was amended an August 31, 1999 ta prayfde an annual rate af '447,98IL The hase terminated durIng

. the'fiscal year ending 3anuary 31, 2002..

Cavhta has entered Into a hase epesment fbr 28,000 square feet af oNce space In Chattanooga,
Tennessee, with Henry G. Luken IH wha fs Cavlsta's Chafriner of the Baard and Its principal
sheeholder. The term af the lease fs for five years beglnnfng Ssptenber 1, 2001. The hase pmvfdes

'for annual rent of 6&6,400 from September 1, 2001 to August 30, 2002; S115400 from'September 1,
2002 to August 30, 2003; 6144,000 from September 1, 2003 to August 30 2004, with the fast two years
.to be $144,000 annually ad)usted for the Consumer price Index. Gavfsfa believes that such premises

: are leased on terms sfmfhr to an arm's length tmnsactfan.
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I /'OVISTA COIIINUNICATIONS, INC AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCFAL SfATENENTS (continued)

FOR THE YSLRS ENDED JANUARY 31( 2002'001 AND 2000

.li
I

''
I

l

fn July 2001, Covlsta entered Into an apprcxfmatehr 8ll245,000 sale and~ bansactlon whemby
CovLta saki and leased back new and exiting tpiecommunlcallons switching equipment p~
'earlier In the current fiscal year. 'The equipment was sokl for the original purchase prfcL The term ls
three years and Covlsta has an'ption Io repurchase the equip'ment at fair market value at isaac
termination. The related lease ls being accounted foi as an operating lease.

, In Nrvember 2001, Covlsta negotiated another sale and ~ transadfon for a second
telecommunications switch for approxknately 82,092,700. The lease conbact ls slmgar to the first,.
transaction, with a term of three years with an option to repurchase the equipment at fair market value"
at lease terinlnailon. The second lease ls also accounted for as an operating lease.

FUture minimum annual mntah on these leases as ofpnusry 31, 2002 are as follows:

Year ending January 31,
2003
2004
2005
.2006

2007
2008 and thereaiter

1,919,281
1,213,050

lr090,740
426,640
366,640

~504~
365ZthZQ

Rental expense for the years ehded January 31, 2002, 2001 and 2000 was approximately 82455,000,.
81,500,000, and 81~,000, respecdvely.

8. EMPLOYEE BENEFIT PLANS

. the Company has established a savings Incentive plan for subslanthlly all employees of the Company
which Is qualified under section 401(k) of the Internal Revenue code. The savings plan provides for
.contribugons to an independent trustee by both the Company and Its partldpatlpg employees. Under
the plan, employees may con'tribute up to 15% of their pretax base pay. The Company matches..50%
of the 8rst 6% of parMpant contributfons. ParMpanis vest linrnedhtely in their own contributions and~.a period of six years for the Company's contrlbugons. Company contribudons'were approximately
8162l000, 895,000, and 8125,000, for the yeah ended January 31, 2002, 2001 and 2000, respecuvely.

9. STOCK OPTION PLANS

The Company has four stock opgon plans authorizing'the granting of either.fncenthe Stock Opiio'ns or
ljlonquallged Stock Opthns. The.1987 Stack Option plan. (the 1987 plan") pmvtded for the hsuance of
an aggregate of not more than 1~,800 shares of the Company's Common Sbxk.. The 1996 Stock

.Option Plan (the 1996 Plan") provides for the. Issuance of an aggregate of not more than 600,000
shares of the Company's Common Stock. The 1999 Equity Incentive Phn (the '1999 Plan") provides for
the Issuance of an aggregate of not more than 750,000 shares of the Company's Common Stock. The
2001 Equity Incentive plan (the "2001 Plard) provides for the Issuance of an aggregate of not more than
900,000 shares of the Compa+s Caamon Sbxk "
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COVISTA COIIIIHIINICATIONS, INC AND SUSSIDIARIES
NOTES TO CONSOLIDATED FINANCXAL STATH4ENTS (conSnued)

FOR THE YEARS ENDED JANUARY 31r 2002r 2001AND 2000

Stack OPtlons granted Pursuant to the Plans must have an exerdse Phce equal t,a at least 504k of Ew
fair market value of the Company's Camman Stack at the ffme the optfon ls grantsxL IncentNe Stack
Options may be granted only to employees. NanquaINed Stack Optkins may be granted to employees

: as well as directors, Independent cantmclals slid agents, as determined by the Board of Directors. All
aptfons available ta be granted under the 1987 Plan were granted phor ta Sepbsnber 1, 1997. Ail
options available ta be granted under the 1996 Plan, taiallng 49@50 at January 31, 2002, must be
granted by October 10, 2006. AII op8ans avagabie to be granted under the 1999 plan, totamng 242,667
at January 31, 2002, must be granted by Februay 23,,2009. All optfons available to be granted under
the2001 plan, totaling 47,400 at January 31, 2004 must be granted by February 8, 2012.

At January 31, 2002, shams under the 2001 Plan had not been regfsteied by the Company. The options
curiently outstanding have'terms that expire bebveen five and ten years fiom the data af giant and
vest over a perlad of ane to lbur years from the date af the grant.

On February 23, 2000, the Baaid of Directofs passed a resolution'allcwlng the Company to rephce all
ouistandlng optfons granted under the 1996 Plan and the '1999 plan. All outstanding opffons,
appraxlmately 243,000 net af cancellatlans, which were ohgfnaify granted at phces ranging fiom 614.63
ta'521M per share were repriced to 514.25 per share. Accordingly, the option phces per share and
welghbxl average exercise price ln the following 1996 Plan and 1999 Plan tables have. been restated to

'eflect the 614.25 exerdse prfce. All other terms and conditions, indudfng vestkig periads temain
unchanged. The reprfced apifans are sub]ect to variable plan accounting and as a result there was no
Income statement effect of these options In the year ended January 31, 2002 and January 31, 2001 due
to the decrease In the Company's stock price below the new exarch. prfce.

On February 1, 2001, 35 employees were given the opportunity to cancel 248400 options to purchase
Camman Shares. All 3S agieed ta cancel the options. On August 2, 2001 248,200 options to purchase
Camman Shares were Issued at the then dosing market phae of 55.65 per share.

Infbrmatfon regarding options under the 1987 plan Is as falhws:

January 31, 1999 balance

; OD}gaa~
peegILaaS . ~Ou t~afgg
g.51 - 64,81 . 310,000

8. Q1iZS
310,000

Q11 flaall
$ 1.77

he%

$~ec@~

RamLighlS fiefglaaJ~

January 31, 2000 balance
Exerdsed

60.51 -.918)0 '9,000.
f18, ~ CAKE

99s000 6 0.75~0
January'31, 2001 balance

. Exeizlsed

Cancelled

January 31, 2002 bafance

6081 - $1;00 82/00 82,500 5 0.80

5 1.00 (16400) (16,500/ 5 1.00

SILI~Q ~6,~00 sf4DglQ ~D80
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COVISTACOIHMUNICATIONS, INC.,AND SUBSIDIARIES
NOISES TO CONSOLIDATED F1NANCIAL STATEI!4Elfl3 (conEnued)

FOR THE YEARS ENDED JANUARY 31, 20020 2001 AND 2000 'nformagonregarding opthns under the 1996 Phn Is as lblhws:

January 31, 1999 balance
Granted

: Became Exercisable

'ancalhd

. Qa5mZdgE
Re&bELE
5 725 - 514.25

$1425

$1425
5 725- $1425
iL?L48Z

342,100
261,500

(165,500)

Rh1gm

1750000

87/83
(165400)

10.99
14.25

5 14.25
7.90

~gl~ .

t?gtEtgnddls XEEm!EEkle XaatshsLEIIse

"January 31, 2000 balance 510.00 - 51425 . 344,000 97~3
Became Exerchable.. '1M - 18,184
Cancelled ~L4 2K ~2556~0 ~&44 OQQ

14.06
1425

00

January 31, 2001 balance
Granted
Became Exerchable

'ancelled .

January 31, 2002 balance

'10.00
- $1425

52.00
82.00

5 2.00- 51425~00

84,400 . 51@67
523,000

101,000
(259,400) ( 51P67)

~50ag00, ~pm

13.50

6 2.00
2.00
5.74

.0

Information regarding options under the 1999 Plan h as follows:

January 31,,1999 balance
Granted
Became Exerdsable .

Canceled

January.31,'000 bahnce
Granted

: Became Exerchable
Cancelled

. January 31, 2001 bahnce
Grants'd

Became~le
Cancelled

xerched

9S@glLEdgg
pgrraE . ~u~nlSR

5 '425 684,500
1425~JK ~00&W!

5 14m . 521,00o
1425 '650100

f! 1425~~ MR??JimQ

14.25 5130500

? 00 - $7.00 558,400
2.00 -@.50

5 3.00 - 514& (573,000)
M~00- XIQ ~832

EZEZde~bl

48,000

~75
~~OLQ

9~75

8,433

( 89,175)~~43

~egbbaE

EzstshREtlm
5

1425-

1425'425

1425
1425
1425

14.25
3.76
2.02

12.93
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COVISTA CORIMUMCATIOW INC.'ND SUSSIDIA'RIES

NOTES TO CONSOLIDATED FINANCZAL STATEMENTS (continued)
FOR THE YEARS ENDED JANUARY 34 2004 2001 AND 2000

nnlbmatfon regarding opgons under the 2001 plan Is as foilowst

January 31, 2001 balance
Granted
Became Exerdsable
Cancelled

Qu5gllj.'dm
Ire~SDI OutSN+Jgg

8

S 2,00-86.71 855,500
2;00 +.65 - 213~9~K ~&IQ

4.02

~f@
,January 31, 2002 balance . ~~%21 ~5~9 ~QATAR ~dQ,

The following table summarizes Information about opdons outstaridlng as uf January 31, 2002 under the
1987,.l996, 1999 and 2001 Plans:

Opttons Oulstandlng

, Average Weighted
Number of Remaining Average

Range of Shares Contradual'xerdse
SBSKdsRSllggR Rgtst~and BS gfg PILcg

Opgons Ekerctmble

Weighted
Number of Average

Shares Exerdse
gutgg~dl IR

62.00 - 87.00

8 7.01 - 814.25

1,672,867

13,200

523 6 3.52

3.07 81425
309,899 8 3.56

'

3,200 5 1425.

The Company has adopted the disdosureeniy provision of SFAS No 123, Accounung for Stock-Based
Compensathn. Had compensauon cost for the Company's plans been determined based on the fair
value at the grant date for awards ln the Bscal years ended January 31, 2002, 2001 and 2000,
corxSstenc with the. provtsione of. SFAS No. 123, the Compan~ net loss and basic'and diluted loss per
share would have been 810,837,464, $1.06 and 81.06 for 2002; 68,886,465, 61,23 and $123 Ibi 2001;
410,068~8, 61.43 and 61.43 for 2000.

The fak'alue of the opBon grants ts~ based on the chta of grant using the Black-Scholes

opth~Hdng model With the Ipliowlng welghtsd~ge assumpgons used for grants In fhcal 2002,
.2001, and 2000: dividend yield of 0,00% for the three years;~ volatility of 165.18%, 62.23%
and l6.11%, respecuvely," Hsk+ee Interest rate of,647%, .7.8S% and 6.02% respecuvely; and
expected ltves of 3 to 5 years for each of the'three year,

STOCK GRANTS,

The Company, at the discreBon of 'the Board of Directors, has awarded fren mme to time to
management personnel shares of Rs Common Stock at par value. These shares vest over a period of
three to live years: The Company awarded 0 shares, 0 shares, and 1,000 shares of its Common Stock.

and recorded compensation expense cf 4 12,011, 5266,565, and 6204,015 for the year ended January
31, 2002, 2001 and 2000, respedlvely.

... „,shares cancels by the company due lo tsnninatton or reslgnatlon of the redpfents for the yea+.ended......
.January 31, 2002, 2001 and 2000 totaled 0, 4,000 and 35483 respectively, whkh amounts have been
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COVISTA COMMUNICATIONS, INO AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEI/IENTS (continued)
FOR THE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

.On 7ufy 2, 2001, Cavfsh received a.ban flam Henry G. Luken III, iis Chakman of Ne Baec'I and ~
hareholder, h the amount af $4,000$0IL The laan matures on February 1, 20fo together wkh zz

Interest ate rate af 8% Per annum. The pnxesds af the loan wee used ta ptschase a 1~ mnsnltment fbr
appraxfnefaf// 2.8 blllhn DSO channel mihs of telemmmunfcatlons network capac2y flam sn unafflifated &+
This prepaid nefsvork capacty h Induded h prepaid expenses (current petlan af 6q00~) and atfu
(Iong tern parthn af 83,600,000, nes af cunent year amartbatfon af 6233,000). The mst wfff be martfssd h.
operaffons based upon the greater.af capadty use ar sbafght line over the farm al'e agraemenk
unaffiliated psrly has~ flhd lbr Chaphr 11 rsofganfsaflon; hawevsc at the time of this filin Is conflnufng
to perlbnn under the agreement 'r. Luksn also advanced the Company, 4400,000, the pmcaeh af whkh
wee used far canstnxflon af new fbcf4lfes. The agnssment calLs for Intsret to be amued at a rale af 8% psr
annum. The total bahnce af the Ifabfffty Is 44,400500 plus accrued~ at7anuary 31, 29K (sse Nots 21b)

J

As of 7an/au//31, 2002, Covhta owss a nsnafnfng bahnce of 8381,q05 loan pa//abhin a New 7ersay bank, ail af
whkh Is chssffled as curfew rhe inteest rata on the term loan h 7.71% and hpayabh the schedufed manNly
Instalknents of 455,923. The fern han requires the Gnqmny ia meet cetaln cavenanfs. The ien kan fs

mfhhsafksd by certain of the Company'S machlney and equipment. At 7anuey 31, 2002, the Company was
nat ln minplhnce wiN these cavenants.

12. QTSIER COMPBISSATTON
On Sepienber 21, 1999, Ne Company entered inta an agreement wfN Warren Fefdman, Chairman af the
Board of Directors and a shareholder of the Campany. As Part of thh 'agreement, a lump sum In the
amount of 4900,000 was paid to Mr. Fskhnan h settlement af hh enphyment agreement. The Company
pakl 4650500 and Mr. Walt Anderson, a major shareholder, paid 4250,000. Mr. ~s Emphyment
Agreement wauld have bEen In effect unuf December 31, 2001. The Campany expensed the 6900,000

. with the f250,000,befog aamunfed fares a capiiai mntrlbutfan.

Sknultaneousiy, Revhlan LLC and Mr. Walt Andeisan ('R/svtsfon/Anderson) and the Company anteed fnk/

put oplfon agnMments wfN Wanen Fefdman, 8af Fsldman ~ Feldmard) and Lean Genet, ~~ a
dirsdar af the Oampany. These Put Opifan agreemenis alhwsd the~ and Gsnet the right to sell

their shares af the Carppany ta evAfsfan/Anderson at a,prke of 416.00 per share an'd angah
Re/tfsfan/Ar/desan to purchase the shares chrfng an exert period beginning on D~ 11, 1999 and
ending an Febtuey 10, 2000. ~Anderson purchased the shares under the put opthn ayeemenfs
prior ta the deadline, with tfie exception af 100,778 shares stS held by the ~s. The Campany had
na ablfgatfan ta purchase any shares Ibm the Fekfmam ai'enet, The daslng market prke of the
~ny's shares an September 21, 1999, the date of the agresments, v6s 41225, and the Iahl number
af shares caveed by the agreements was 1,208~, Using a binomial valuation made! VvfN an Interest
rate of 5% and a vahtfffty rats af 50%, the fair value of the Put Option agreemenh was dehrmlned bs be
appraxfmatefy 44.03 per shaie ar 44,870~ In accordance with the Securities and Excfnnge Cammlsdan
Saff Acmuntlng Bufletfn Na 83, the Company acmunted for this ncsscs'sh transacffan as a chatge ta
expense and a cedlt to paid-fn cspkal during the quarter ended October 31, 1999.
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COVISTA CONMUMCATIONS, INC. AND SUI9SIDIANIES
NOTES TO CONSOLIDATED FINANCXAL STATEMENTS (cqnSnugcg

FOR THE YEARS ENDED. 3ANUARY 3%, 2002g 2001 'AND 2000

13 RESTRUCTURING

. During the fourth quarter of fiscsf 1999, the Company recorded a ~ng chafge al'pp~
gp68g00 related to the achpthn by the Company af a formal phn for rastrudurlng Is focus of
operathns. The restructuring was adopfxxf fn an effort ta concenbate the Company's effbrts an the ."

Northeastern Unfhxf States market, Efements af the Company s festructurfng phn lnduded elhnfnaffng the
safes offices ln Florida, Athnfa, geafgh, Washington D C and the Ursled IOngdom as vxdf as. the Zhmf

' "

swlbch.

.For the fhcal year ended '3aiiuary 31, 2000, amounts aggfegatfng approxfmately $1,797,000 applfed
against the accru'al consisted of 'appaximatafy 41~0,000 for the write daWn of the Nhml.switch,
appnxdmataly AS,OOO for the line Instslhthn casts, approxfmatafy 431%0 far paymenls made on the
Fort Lauderdale lease, approximately 9327,000 for sevemnce payments and appnxdmatefy W,OOO for
payments made to shuL down the U3C operathn. AddMonaffy, an aggregate af approxfmatdy 3319,000
which'h~ as a credit through the restructurfng charge line fn the fhcal 2000 consolidated flnanchl
shfements consisted of approximate!y 997,000 redudlon In the~ acauaf, appnsdtnately 920,000
for the reduction,of the fringe benefit accrual. and 9202t000 reductfon ln the accrual an the Fort
Lauderdah hase, due to mvfsfans in the lease. The salvageable components of the switch were reheated
to the Campany's New yark c3ty switch In the third quarter of fiscal 2000. Afhr festruchrlng'charges
incurred, the bahnce ln the 'reserve at 3anuafy 31, 2000r af aPPmxlmafaly 412,000, canshted. af the
settlement of the lease ln Fort La~a, Ffarfda.

Tn 3he flscaf year ended 3anuary 31t 2001'he Cam~ ~g farapp~ $12 000'he bahnce
on the hase In Fort Lauderdale, Fhrlda, whkh was charged against the restructuring resetw.

CONIvIITMENTS AND CONTINGENCIES

The Company Is Involved In various legal and adminfstmtlve actions arhlng ln the normal course af
business. While the resolutlan af any such adfons may have an knpact on the ffnanchl results for the
period In which ll Is resolved, management beHeves that the ultimate dhpasalan of these matters will'ot have a materhl adverse efface upon its mnsoffdatad resuhs of aperauons, cash flows or financial
pasltfon;

1.5. I.OSS PER SHARE

Basfc hss per share was oomputad by dividing net hss by the welghtid average number of s~ of
Cammon'Stock outstanding during each year. Diluted loss per share was computed an the assumpthn
that all stock optlans converted ar exerdsed during each year or outstanding at the end of each year
were converted at the beginning af each year or at the date of hsuance ar grant, if diluffvb
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COVIR'A COIIhlUNICATIONS, INC. AND SUBSIDtARIES
NOTES TO CONSODDATED HNANCXAL STATEMENTS (continued)
'OR TNE YEARS ENDED JANUARY 31, 2002, 2001 AND 2000

c'ondllatlon of the loss and mmmon shares Induded ln the computation of basic loss per common share and.diluted loss per common sham for the
aided January 31, 2002, 2001 and 2000 ts as follows:

I

I

indlng stock op0ons to punfiase shares ofCommon Slbck were not Induded In the compulatlon of diluted loss per share for the IIscal years erlded

y 34 2002, 2001 and 2000lb'ecause tn do so would have been antklllutlve.
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COVISTA COMMUMCATIONS INC AND SUSSIDfARIES
NOTES TO CONSOLIDATED FINANCIAL STATE)0ENTS (continued)

FOR THE YEARS ENDED,3ANUARY 31 2002, 2001 AND 2000

16 QUARTERLY IrINANCIAL INPORMh.TIGN (()AUDITED)

Amounts ln thousands except per share gate

Net sales

Operating income goes)
Net earnings Oass)
Basic earnings (tum) per mmmou share,

Dguied eeminge goes) ger common share

Agrg sgr 1999

519
0 36,617

339

0.05

- 036,968

(5,954)

(5439)
(0.77)

, (0.77)

032,625

(484)
(4410)
(0.63)

(0.63)

Operating income Ooss)
N'et earnings Ooss)

Dguiii earnings goes) per common chas

Net sales

Operaung income goes).

Aprg 3S, 2OOO

3 31,792

(1,606)

(1414)

(021)

(6 21)

Anni 30~ 2001

3 29,444

July 34 20de

334,108

July 31'001

October 32t 2000 Jemuuy 31, 2ga1

(1,790)

3 lola
(5~1)

(a33)

October 32, 2001 Jeuuery 31, 2602

Net earnings (loss)
Basic earnings goes) ger mmmon share

Diluted earnings gcee) per common share

(4452)

(0.56)

(0$6)

86

„01

.01

(1Jrsg)

(0.17)

(652)

17.'MPLOYER SIQCK OWNERSHIP PLAN

On September 1, 1998, the Campany eslablished tile Covhta Cammunkauens, Inc. Employee Shxk
OwnemhlpPlan(the ESOpplang. Cancuirenttywlththeestablhhmentofthenon~ESOF plan,
'he Company contributed 600,060 shares of Es Common Stock to the ESOP Phn. The Commcin shares
were recarded at fair yalue at the date contributed to the ESOP, totaling approximately $12.2 million,
wgh an offset to Unearned ESOp-Shares In the Statement of Shareholders'quity; The ESOp plan was
02'be adrnlnlstered~ugh a trust by a trustoe designated by the Board of Directors

In February 1999, the Campany's Board af Directors~ the lemlnadan af the ESOP Phn. The IRS

geNe ks approval to tsimkiate the ESOp, and the Campany ailally terminated thh plan during 2002, apd
the entire 600,000 shares of Camman Stock were returner(ID auharlzed but unissued slisres of Common
Shxk.
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COVISTA COMMUNICATIONS, INC AND SUBSIDIAIIIES
NOTES TO CONSOLIDATED FINANCKAL STATEMENI3 (congnued)

'OR TIIE YEARS ENDED JANIJARY 34 2004 2001 AND 2000

ACCESS CHARGE SETTLENEWT

19.

In the second quarter af fiscal 2001, the Company received'a cash payment ol'I~,~
Bell Companies In settlement cf a dass adfon suit, to whkh the Company was a party, gled ln 1992
mhtlng ta alleged veechafgas by those companies. The seftfement concluded tfm dass acthn with th .

Bell Carnpanfes. The Company's portfon of the settlement was not defarmfned until the second quarter
ended July 31, 2000. The cash payment was recorded as a sepa'rate line item as a reduction-af casts and
expenses ln Ihecfuarter ended July 31, 2000,

RELATED PARTY TRANSACIIONS

A director of the Company serves on the Board of Dflectora of Capsule Communications, Inc.
('apsule j (see Nota 21). Also the Chairman of the CompanY fs'the maiforfty shareholder of Capsule,
The Company purchaaes and sells services to Capsule- Sales ta Capsule In the yea'rs ended January
31, 2002, 2001 and 2000 were aPPmxkatafy 4615,000,. 4532,000 and W1,000, respectively,
purchases from Capsule ln the years ended January 31, 2002, 2001 and 2000 were apfxaxfmatefy

. 4660,000, 4544,000 and 4291,000 respedfvely. All transactions were based on mmpetftfve terms
obtained ln arm's length transactions.

On February 1, 2001, the Baard of Dfredz)rs of the Company representing a maJarlty ownership af
the company, sutrlect ta perfunctary shamhafder's appravaf which was obtained on March 29,

, 2001, authorized the sale of a total of 3400,000 shares af Common Stock to the fallowing thme
persons (the "purchas~ In the amounts Indicated: Kevin Alward, 1,000,000 shares; A. John Leach,
500,000 shares; and Henry G. Luken, III, 2,000,000 shares. The purchase prke for the Camman
Stack to be issued ta Messrs. Alward, Leach and Luken fs 32.00 per share, based on the fair market
value of shares at February 1, 2001. The sbxk sale was consummated In April 2001'with the
issuance of 3,150,000 shares of common stack. The Baard of Directors authorized a decrease of
350,000 shares to be purchased by Mr. leach.

On February 1, 2001; the Board of Directors af the Company authorized the acqufsftfan of Blink Data'arporatfon,a telecommunlcathns company, af which Kevin Alward was a prfndpa! shareholder,
'officer and director, far 300,000 shares of the Company's Common Stock valued at the fair market
value at March 29, 2001 for total consideration of 4900,000. The transaction was compfebxf on
March 29, 2001.

On July 24, 2001 and August 9, 2001, the Company issued nates receivable to Capsule for a total
prlndpal of 4200,000 and F00,000, respectively with interest payable at 8 3A% to be paid no later
than one year fiem each note Issuance.

Jay J. Miller, a Director of Covlsfa, has fxavfded vurfaus legal sejvfcas for Covfslz) during Fiscal 2fm2. In
Ffscaf 2002,~ paid 41%,5?4 to Mr., Miller for Nsvkss~ and accrued for In Fiscal 2002.
As af January 31, 2002, Covfsta. owed Mr. NEer 4179416. Ciovfsta believes that Nr. Milks's fees were
reasonable far the servfcas perfbmed and warn'no less favorable lo Cavlsta than could have been

. obtained flam an ursefafad fhhd party.

Leon'enet, a Dfredar of Cavfsfa, has provided agent s)xvfcas for Cavfsta tluaugh hfs who~ed
. Registrant, LPJ, Inc. During Fiscal 2002, LFJ, Inc. was paid commissions of $93+6. The commissions

pakl to LPJ, Inc. were caroputed on the same bash as other Independent agents ndafned by Cavfsfa.
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COVISTA COIIIIBUNICATIONS, INC AND SUBSIDIARIES
NOTES TO CONSOLJDATBD FlNANCJAL SFATBICENTS (continued)

FOR THE YEARS ENDED JANUARY 32'004 2001 AND 2000

20. EMPLOYEE RECHIfABLES

Induded In prepaid expenses'and other curmnt assets ls a mole receivable totaling S2~00
evldendng a loan to a former employee of the Company'. The note bears Interest at ll~ per
annum, and Is:;payable ln monthly Installments with the last payment due on January 1, 20IM.
Company Is in the process of negodadng colledhn of the note.

An additional'approximate 4179,000 of emPloyee receivables Is Induded ln prepaid expenses and
other current assets. 'his remaining balance represents loans and paymll advances to vark,~
employees.

2J SUBSEQljENT EVEBITS

a. On February 8, 2002, the Company acquired Capsule Communications, Inc. ('Ca'paula) for
1,724,311:shams of Common Stock. Capsuh fs a telecommunications carrier providing local and

'ong-distance telephone communications services to small and medium size business customers
and resldendal customers generally located ln the Mid-Atlantic region and In California; Capsule
Is a rehted party of which both Henry G. Luken IG, the Chairman and shareholder.of. the'-
Company, and Walter Anderson, a director and sharehnldei af the Company, each of whom'were'he

Nvo major shareholders'n Capsule. 'The tenne of the acquisition were that all shareholders
with the exception of Henry Luken received 0.0917 shares of Covisla Comnion Stock ibr each
share of Capsule Common Stock, and Mr. Luken received 0.0688 shares of Covista Common

.

Stock for each share of Capsule Common Stack. The total value of the acqulsithn was
approximately 411,000,000.

b. On February 20, 2002 the Board of DIrectors approved the private sale of addIBonal Common
Stock of up to S12,600g00. Tbe Investment would Indude a cash infusion of 41,800,000 for
debt or Common Stock, contribudon of 43,300,000 of Ibred assets'or debt or Common Stock and
the conversion of all exisdng longterm debt to Common Stock at 43.00 per'share. The
commitment for funding for the Investment Is antkipated to come primarily from the current
Chairman of Covista's Board and h subject to shareholder's approval at the next annual or
scheduled meedng of stockholders. As of May 14, 2002, $2,600,000 of cash was received from
the Chairman of CcNlsta's'Board in exchange for debt Finally, the Conipany Is planning to obtain
a line of credit from a bank If such line of credit Is not obtained, the Chairman of~ Boanf has
committed to loaning f2 million to the Company through at least the second quarter of Fisml .

205k
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COVISTA CONllWNICATtONS& INC AND SUBSDfARÃS
Schedule II -Valuation and Qualifying Accounts ConsolIdatatt)

Column A Column C Coll!ma D Column E

Descripttori

Adrgtfima
Charged . Charged to

Balance at (Credited) to Cnfrer
'Beginning Cost and Accounts- Deductfons.
of Period Expenses Describe . Describe

Balanoa
at End of

Period

YEAR ENDED 3ANUARY 31, 2002.
Reseves and allowance.

deducted fiom. asset accounts:,
AIowance for uncollecgbh

acrzrunts 5 . 4,075,223 55,~ 4 " 54,470,477(A) 8 4,987,1

Valuation reserve on
deferral lax asset . 5 7,406„&f40 5 4,618,990 5 12&0255

YEAR'ENDED 3ANUARY 31, 2001.
Reserves and allowances
deducted from asset sccountsr
Alhwance for uncollectible

accounts 1&827&260 5 2&346&761 3 8 98&798 $ '(075&2

Valuation reserve on
deferred tax asset 3&702&881 ~ 5 3&703&659 7406'llowance

not dedudad:
'Restructuring @see 5 ii;995 5 11&995

YEAR ENDED JANUAl@ 31, 2000
Reserves and sgowances
deducted fnxn asset accounis:
Alhwance for uncolhcdbh

accounts
Valuation reserve on
deasnxl tax asset 3&7f4$1 3&7@

1,230488 5 2074,916 '
Q - 5' 478/39 5 1,827:

ANowances not deducted:
Restructuring reserve 5 2,128,000 5 (318,879) 5 - 5 1,797,126 5 11,

(A) Rct&rea&naa writs-offof acconnta receivable against the aQowanco in jacal Year 2002; .
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DRAFT VER 8.0 PRINTED 12/16/2002 12:08, PM
UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washin ton D.C. 20549

(Mark one)
Pq. QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE

SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended: October 31 2002

OR

[ I TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE'ACT OF 1934

For the transition period from to

Commission Fi1e Number 0-2180

COVISTA COMMUNICATIONS INC.
(Exact na'me of registrant as specified in its charter)

New Jerse
(State or other Jurisdiction

'ncorporationor organization)

22-1656895
(I.R.S. Employer

identification No.)

4803 HI hwa 58 North Chattanoo a TN 37416
(Address of principal executive offices) (Zip Code)

Registrant's telephone number, including area code: (423) 648-9700

150 Clove Road 8~ Floor Little Falls NJ 07424
(Former address of principal executive offices) (Zip Code)

Indicate by check mark whether Covista (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period
that Covista. was required to file such reports), and (2) has been subject to such filing requirements for
the past 90 days.

'esPqNo[I 'ndicatethe number of shares outstanding of each of the issuer's classes of
common stock, as of the'atest practicable date.

Class
Common Share, $.05 par value

Outstandin at December 16 2002
12,698,752 shares
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COVISTA COMMUNICATIONS INC.
AND SUBSIDIARIES

THIRD QUARTER REPORT ON FORM 10-

PART I.. FINANCIAL INFORMATION

INDEX

Page No.

Condensed Consolidated Statements of Operations-and
Comprehensive Loss
Nine months ended October 31, 2002 and 2001
(unaudited) and three months ended October
31, 2002 and 7001 (unaudited)

Condensed Consolidated Balance Sheets
October 31, 2002 (unaudited), and
January 31, 2002

Condensed Consolidated Statements of Cash Flows
Nine months ended October 31, 2002 and 2001
(unaudited)

Notes to Condensed Consolidated Financial
Statements (unaudited)

lvlanagement's Discussion and Analysis of
Financial.Condition and. Results of Operations

PART II. OTHER INFORMATION

Items 1-5

item 6. Exhibits and Reports on Form 8-K

SIGNATURES

6-9

10-13

14

14

15
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ITEM 1 - FINANCIAL STATElllIENTS

COVISTA COMMuNICATIONS INC. AND SUEISIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

(Unaudited)

Nine Months Ended
000 31

. 2002 2001

Three Months Ended
060 31

2001

NET SALES 5 77002274 578803039 L26773184 $ 2D466 685

Costs and Expenses
Cost of sales 54,34,1,941 64,423,267
8 13 g,g la d d I id I'0717399 20990705

18,185,528 15,335,763
9846672 6921 048

Total costs and expenses

OPERATING LOSS

85 059 340 85 413 972 28 032199 22 258 811

~9057M6 ~8610933 ~1259015 ~1790126

Other Income (Expense)
Interest Income
Other income
Interest expense 'otalother income (expense)

44,576 94,392
26;472 305,267

~388 457 ~154 783

~317 4DD 244 876

247 18,752
33,680

~133144 ~121 258

Loss before bene6t from Income taxes

Benefit from income taxes

NET LOSS

(8,374,475) (6,366,057) (1,391,912) (1,858,950)

511 220

(7,863,255) (6.366,057) (1,391,912) (1,858;950)

COMPREHENSIVE LOSS

BASIC LOSS PER COMMON SHARE

DILUTED LOSS PER COMMON SHARE

DIVIDENDS PER SHARE NONE NONE NONE NONE

~0.62 ~0.64 ~0.11 ~0.1
~0.62 ~0.64 ~D.I I ~D.I

See notes to condensed consolidated financial statements
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COVISTA COMMUNICATIONS INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

CURRENT ASSETS:

Cash and cash equivalents

Investments available for sale

Notes receivable

Accounts receivable, net

October 31,
2002

(Unaudited)

$ 3,381,369

16,937,991

January 31,
2002

(Note)

$ 1,379,038

439,773

500,000

10,252,837

Prepaid expenses and ether current assets 534 164 1 373780

TOTAL CURRENT ASSETS

PROPERTY AND EQUIPMENT, NET

OTHER ASSETS:

Deferred line installation costs, net

Intangible assets, net

Goodwill, riet

Other assets

20 853 524

14 557 592

579,519

2,441,532

8,307,850

3 962 091

15 290.992

13 945 428

12 489 626

174,785

. 4 646 952

4 821 737

Note:

kKZRXR ~1ZKZR1
The condensed consolidated balance sheet at January 31, 2002 has been
derived from the audited consolidated financtal statements at that date.

See notes to condensed consolidated financial statements
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COVISTA COMMUNICATIONS INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

LIABILITIES AND SHAREHOLDERS'QUITY

CURRENT LIABILITIES:

Current portion of long-term debt

Accounts payable

Other current and accrued liabilities

Salaries and wages payable

TOTAL CURRENT LIABILITIES

Other Long Term Liabilities

Long-Term Note Payable - Bank
Long-Term Note Payable — Shareholder .

Total Notes Payable

SHAREHOLDERS'QUITY

Common stock

Additional paid-in-capital

Accumulated deficit

Treasury stock

Total Shareholders'quity

October 31,
2002

(Unaudited)

$ 1,659,583

26,023,878

6;544,898

409 441

~34 637 80

-2 578

2,377,029
7 000 000
9.377.029

711,443

38,521,038

8,130,142

(1,445,440)

1! 684 702

January 31,
2002

(Note)

$ 381,405

19,465,274

4,434,795

991 012

25 272 488

15 466

4 400 000
4,400,000

619,288

25,650,098

~23 255 1 07
3,014,279

(1,445,440)

1 568 839

Note: The condensed consolidated,balance sheet at January 31, 2002 has been
derived from the audited consolidated financial statements at that date.

See notes to condensed consolidated financial statements.
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COVISTA COMMUNICATIONS INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

2002

Nine Months Ended
October 31,

2001
OPERATING ACTIVITIES:

Net loss
Adjustment for non-cash charges
Gain on sale of marketable securities
Changes in assets and liabilities, net of effect of
Acquisitions
Net cash used in operating activities

. INVESTING ACTIVITIES:
Cash acquired in purchase of business
Proceeds on sale of marketable securities
Purchases of marketable securities
Purchas'e of prepaid network capacity
Purchase of property and equipment
Proceeds from sale and leaseback transaction

Additions to deferred line installation costs
Net cash used in investing activities

FINANCING ACTIVITIES:
Sale of common stock
Proceeds of loan from shareholder
Proceeds from bank borrowings
Repayments of bank borrowings
Net cash provided by financing activities

NET INCREASE IN CASH AND
CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS,
BEGINNING OF PERIOD

CASH AND CASH EQUIVALENTS,
END OF PERIOD

$ (7,863,255)
6,918,842

1 385 876

1,1T9,165
439,TT3

(3,028,664)

~404 734
1 814460

315,963
, 2,600,000
3,7T5,000

~1488 296
5 202 667

2,002,331

1 379 038

$ (6,366,057)
5,691,632

(262,234)

90,402
1,141,302
(608,369)

(4,000.000)
(4,182,146)
1,245,339

6,326,666
4,000,000

~456 972
9 869 694

424,115

2 691 889

SUPPI.EMENTAL DISCLOSURE OF CASH
FLOW INFORMATION:
Cash paid (received) during the period for.,

Interest
Income taxes

Business Acquired
Fair Value of Assets excluding cash
Less Liability Assumed
Less: Stock Consideration for business acquired
Cash acquired

$ 3467679
$ {511WO)

$ 21,849,458
(1 0,056,503)
{12,972,127)

1,179,172

$ 46,339
$ {16,828)

{2,162,145)

90,402

See notes to condensed consolidated financial statements.
5
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COVISTA COMMUNICATIONS INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL ST TEMENTS
(Unaudited)

NOTE A-BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements have been prepared in
accordance with generally accepted accounting principles for interim financial information and with the
instructions to Form 10-Q and Rule 1MI of Regulation S-X. They do not include all information and
notes required by generally accepted accounting principles for complete financial statements. However,
except as disclosed herein, there has been no material change in the information dtsclosed in the notes to
the consolidated financial statements included in the Annual Report on Form 10-K of Covlsta
Communications, Inc. (formerly Total-Tel USA Communications, inc.) and Subsidiaries (Covista) for the
fiscal year ended January 31, 2002. In the opinion of Management, all adjustments'(consisting of normal
recumng accruals only) considered necessary for a fair presentation have been included. Operating
results for the nine-month period ended October 31, 2002 are not necessarily indicative of the results that
may be expected for the year ending January 31, 2003.

NOTE B -NEW ACCOUNTING PRONOUNCENIENTS

In June 2001, the FASB issued Statement of Financial Accourlting Standards No. 142 ("SFAS 142"),
"Goodwill and Other Intangible Assets", which is effective January 1, 2002. SFAS 142 requires, among
other thing's , the discontinuance of goodwill amortization. In addition, the standard includes provisions for
the reclassification of certain existing recognized intangibles as goodwill, reassessment of the useful lives
of existing recognized intangibles, reclassiTication of certain intangibles out of previously reported goodwill
and the Identification of reporting units for purposes of assessing potential future impairments of goodwill.

In August 2001, the FASB issued Statement of Financial Accounting Standards No. 143 ("SFAS 143"),
"Accounting for Asset Retirement Obligations", .which is effective for Covista's fiscal'ears beginning
February 1, 2003. SFAS 143 requires recording the fair value of a liability for an asset retirement
obligation in the period in which it is Incurred, and a corresponding increase in the carrying value of the
related long-lived asset. Over time, the liability is accreted to its present value each period, and the
capitalized cost is depreciated over the useful life of the related asset. Upon settlement of the llabiTity, it is
either settled for its recorded amount or'a gain or loss upon settlement is recorded. Covista is currently
assessing, but has does not expect the impact of SFAS 143 to be material to its financial position and
results of operations.

In October 2001, the FASB issued Statement of Financial Accounting Randards Ne. 144 ("SFAS 144"),
"Accounting for the impairment or Disposal of Long Lived Assets", which Is effective for all fiscal years
beginning after December 15, 2001. SFAS 144 replaces the Statement of Financial Accounting
Standards No. 121, Accounting for the Impairment of Long Lived Assets and for Long-Lived Assets to be
Disposed Of". SFAS 144 requires that long-lived assets to be measured at the lower of the camjing
amount or fair value, less cost to sell, whether Included in continuing operations or In discontinued
operations. Covista is currently assesaing, but does not expect the impact of SFAS 144 to be material to
its financial position end results of operations.
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In APril 2002, the FASB issued SFAS No. 145 "Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections". This statement eliminates the
automatic classificatio of gain or loss on extinguishment of debt as an extraordinary Item of income and
requires that such gain or loss be evaluated for extraordinary classification under the criteria of
Accounting Principles Board No. 30 "Reporting Results of Operations". This statement also requires sale-
leaseback accounting for certain lease modiTications that have economic effects that are similar to sale-
leaseback transactions and makes various other technical corrections to existing pronouncements. This
statement will be effective for Covista for the year ending January 31, 2003. The adoption of this
statement is not expected to have a material effect on our results of operations or financial position.

In July 2002, the Financial Accounting Standards Board issued SFAS No.146,"Accounting for Costs
Associated with Exit or Disposal Activities." SFAS No.146 will supersede Emerging Issues Task Force
Issue No.94-3,"Liability Recognition for Certain Employee Termination Benefits and. Other Costs to Exit
an Activity {including Certain Costs Incurred in a Restructuring)." SFAS No.146 requires that costs
associated with an exit or disposal plan be recognized when incurred rather than at the date of a
commitment to an exit or disposal plan. SFAS No.146 Is to be applied prospectively to exit or disposal
activiTies initiated after December 31, 2002.

NOTE 0 — EARNINGS PER SNARE

The following table sets forth the computation of basic and diluted loss per common share:
Nine-Months Ended Three-Months Ended

Odcbsr 31, October 31, October 31, October 31,
2002 2001 2002 2001

Numerator.
Loss available tc
Common Shareholders used in basic
and diluted loss per Common Share

Denominator.
Weighted-average number of Common
Shares used in basic loss per
Common Share (1)

Effect of diluted sscudses:
Common share options

$ (7,863,255) $ (6,366,057) $ (1.391,912) $(1,858,950)

12,612,053 9,990,562 12.697,673 10,820,365

Weighted-average number of Common '12,612,053 9,990,562 12,697,673 10,820,365
Shares and d!Iuted potential Common

'hares used In diluted toss per
Common Share

0 I d DIIDK I 0 0 00 ~02 ~000 ~011 ~DI
(1) Common Shares subject to options are not included in the calculation of diluted loss per

Common Share for the nine rponth periods ended October 31, 2002 and 2001, and the three-
month period ended October 31, 2002, as doing so would be antidilutive due to the net loss per
Common Share.
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NOTE D — SEGMENT REPORTING

Covista sells telecommunlca6ons services to three distinct segments: a retail segment consisting primarily
of small to medium sized businesses principally within the United States, a wholesale segment with sales
to other telecommunications camera throughout the world, and a segment that generates sales through
direct mailing campaigns (KISSLD) which started in the beginning of fiscal year 2003 for residential
customers In network supported areas on the East Coast.

In addition to direct costs, each segment is allocated a portion of the Covista's switch and operating
expenses. The allocation of expense is based upon the minutes of use flowing through the Covista's
switch network. There are no intersegment sales. Assets are held at the consolidated level and are not
allocable to the operating segments. Covista evaluates performance on operating earnings of the three
business segments.

Summarized financia information concerning Covista's reportable segments Is shown in the following
table:

.Nine Months Ended
October 31, 2002

Net Sales
Gross margin
Operating loss

Nine-Months Ended
October 31, 2001

Retail Wholesale KISS LD Total

$ 60,327,000 $ 11,389,000 $ 5,286,000 $ 77,002,000
19,512,000 1,139,000 2,009,000 22,660,000
(6,365,000) (1,128,000) (564,000) (8,057,000)

Net Sales
Gross margin
Operating loss

$ 36,717,000 $ 42,086,000
13,062,000 . 1,318,000
(4,457,000) (2,153,000)

N/A $ 78,803.000
N/A 14,380,000
N/A . (6,611,000)

Three Months Ended
October 31, 2002

Retail Wholesale KISS LD Total

Net Sales
Gross margin
Operating loss

Three Months Ended
October 31, 2001

Net Sales
Gross margin
Operating loss

$ 20,788,000, $ 3,099,000 $ 2,886,000 $ 26,773,000
7,181,000, 310,000 1,097,000 8,588,000

(1,053,000) (45,000) (161,000) (1„259,000)

$ 11,996,000 $ 8,471,000 N/A $ 20,467,000
4,284,000 847,000 '/A 5,131,000

(1,495,000) (295,000) N/A (1,790,000)
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NOTE E « INCOME TAXES

For the fiscal year ended January 31, 2002, Covista established a valuation allowance against its nst
deferred tax asset dus to the uncertainty of realizing certain tax credits and loss carryforwards. In the
quarter ended October 31, 2002, Covista continued-this accounting treatment and recorded a full
valuation allowance against the net tax benefit arising from the quarter's net operating loss. The result Is
that the net deferred tax asset of approximately $14,278,000 is fully offset by the valuation allowance and,
as such, does not appear on the balance sheet. It wtli be reflectsd at net recoverable value when the net
deferred tax asset can be utilized in future periods.

During the second quarter of the fiscal year 2003, Covista received a tax refund of $511,220; which
reflected a change in IRS regulations regarding net operating loss carrybacks.

NOTE F -ACQUISITION OF CAPSULE COMMUNICATIONS

On February 8, 2002. Covista completed the merger (the "Merger") of its wholly owned subsidiary CCI
Acquisitions, Inc. ("CCI") with and into Capsule Communications, Inc. ("Capsule"), pursuant to the
Agreement and Plan of Reorganization dated as of July 17, 2001 among Covista, CCI and Capsule (the
"Merger Agreement"). As a result of the Merger, Capsule became a wholly owned subsidiary of Covista.
Covista has accounted for the combination with Capsule as a purchase business combination under
SFAS 141("Business Combination"), Capsule ls a switch-based interexchange carrier prqviding long
distance telephone communications services primarily to small and medium-size business customers as
well as residential accounts.

The results of Capsule's operations have been included in Covista's statement of operations since the
Merger Date. The total purchase price was approximately $12.7 million and consisted of approximately
1.7 million shares of Covista's Common Stock, valued at approximately $11.6 million determined based
on the average closing market price of Covista's Common Stock at the time of acquisition, options
assumed from Capsule for the purchase of 286,975 shares of Common Stock valued at approximately
$t.t million using the Black-Scholes Valuation Model, using an exercise price of .$3.49 to $20.10,
expected lives of 0.5 to 2 years, 156% volatility, 2,69% discount rate, and Covistas'tock price of $6.71.
In addition, Covista incurred approximately $0.3 million in acquisition expenses.

The following table summarizes the estimate of fair value of the assets acquired and liabilities assumed at
the Merger Date.

$ 1,179,172
5,717,42&
3,544,981

89,199
4.190,000
8,307,850

23 D23 630
~10 056 DD3

$(12 9~1-27I

Cash
Current assets
Property and equipment
Other assets
Intangible assets
Goodwill

Total assets acquired
Current liabilities

Total urbhase riceP P

The Intangible assets acquired from Capsule were identified as its business customer relationships
valued at $1,288,000, its residential customer relationships valued at $376,000, and its agent
relationships valued at $2,526,000. These intangibles are being amortized over periods of 10 months to
four years. The customer and agent relationships are amortized'using doubisDdsctining method.
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The unaudited pro forms information below represents the consolidated results of operations as if the
merger with Capsule had occurred as of February 1, 2001 and 2002. The unaudited pro forms .

information has been included for comparative purposes and is not indicative of the results of operations
of the consolidated Company had the merger occurred as of February 1, 2001, nor is it necessarily
indicative of future results.

Nine Months Three Months
Ended Ended

0 t 0 31 2D02 001 I» 31 20D1 ~O» I» 31 200 0» 0 31 2DDI

Total Revenue
Loss attributable to
Common stockholders
Basic net loss per
common share

$ 77,815,223 $ 107,019,236
(7,770,611) (7,388,496)

(0.62) (0.74)

$ 26,773,184 $ 29,413,441
(1,391,912) (2,476,381)

(0.11) (0.23)

NOTE G — SHAREHOLDER LOAN

As of October 31, 2002, Covista received loans from Henry G. Luken III, its Chairman of the Board and
principal shareholder, in the amount of $7,000,000. These loans will be converted to equity upon
shareholder approval which approval is expected to be'sought at Covista's Annual Shareholder meeting
planned to be held December 19, 2002. Covista currently has the necessary votes to approve the
conversion.

NOTE H - NOTES PAYABLE

Covista has a revolving $2,000,000 credit facility with Wells Fargo Business Credit Corporation,
renegotiated and amended on May 11, 2002, which expires on May 11, 2004. Interest on the revolving
credit facility is currently calculated at the prime lending rate plus 2 3/4'A, on a minimum loan balance of
$750,000. The loan is collateralized by accounts receivable and fixed and intangible assets of Covista.
As of October 31, 2002, Covista's outstanding balance on its credit facility was $548,076 leaving
approximately $1,451,924 available based on collateral for future borrowing under the credit facility,

The loan agreement contains covenants and restrictions, which, among other things, require maintenance
of certain subjective financial performance criteria and restrict encumbrance of assets, creation of
indebtedness and places limitations on annual capital expenditures. Covista was not in compliance with
several of its covenants in the Loan Agreement; however, Covista received verbal waivers related to such
non-compliance relevant to the fiscal period ended October 31, 2002.

on June 17, 2002, covista entered into a term loan agreement with a'ajor Tennessee bank. covista
has received $3,775,000 payable monthly in 36 installments at a fixed ititerest rate of 4.595yo for the first
'year and converting to 2% over LIBOR on June 17, 2003 and each year thereafter. This term loan is
secured by certain of the Company's switching equipment and Certificates of Deposit. provided by
Covista's Chairman of the Board.

10
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COVISTA COMMUNICATIONS INC. A D SUBSIDIARIES
~ITEM

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINA CIAL CONDITION
AND RESULT OF OPERATIONS

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS:

Certain matters discussed in this Quarterly Report on Form 10-Q are "forward-looking statements"
intended to qualify for the safe harbor from liability provided by the Private Securities Litigation Reform
Act of 1995. These forward-looking statements can generally be IdentTiied as such because the context of
the statement will include words such as Covista 'believes', "anticipates", "expects', or words of similar
import. Similarly, statements which describe Covista's future plans, objectives or goals are also forward-
looking statements. Such forward-looking statements are subject to certain
risks and uncertainties which are described in close proximity to such statements and which could cause
actual results to differ materially from those anticipated as of the date of this ReporL Shareholders,
potential investors and other readers are urged to consider these factors in evaluating the forward-looking
statements and are cautioned not to place undue reliance on such forward-looking statements. The
forward-looking statements Included herein are only made as of the date of this Report and Covista
undertakes no obligation to publicly update such forward-looking statements to reflect subsequent events
or circumstances, except as required under applicable laws.

Results of 0 erations

Net sales were approximately $77,002,000 for the first nine months of the current fiscal year, a decrease
of approximately $1,801,000 oi 2.2% as compared to the approximately $78,803,000 recorded in the first
nine months of the prior fiscal year. Net sales for the third quarter of the current fiscal year were
approximately $26,773,000, an increase of approximately $6,306,000 or 30.8% as compared to the
approximately $20,467,000 recorded in the third quarter of the prior fiscal year.

Wholesale revenue for the nine-month pediod was approximately $11,389,000, a decrease of
approximately $30,696,620 or 73% from the nine month period ended October 31, 2001. For the quarter
ended October 31, 2002, wholesale revenue was approximately $3,099,000, a decrease of
approximately $5,372,000 or 63.4% over the comparative quarter in the last fiscal year. Wholesale
minutes sold in the nine-month period ended October 31, 2002 were approximately 148,615,000 minutes,
a decrease of approximately 234,143,000 minutes or 61.1% from the nine-month period ended October
31, 2001. Wholesale minutes sold in the quarter ended October 31, 2002 were approximately 32,578,000
minutes, a decrease of approximately 49,309,000 minutes or 60.2% from the third quarter of the prior
fiscal. year. For the nine-month period, the decline In revenue also re6ected the competitive wholesale
market place and the business failure of several wholesale customers, both trends that Covista believes
will continue. Competitive pressures on sales price have resulted in s 34.7% decline in the average
selling rate. Covista also has attempted to limit its exposure to the business failures experienced within
the industry by.tightening up credit limits on all wholesale accounts. Covista has strategically reduced the
Wholesale segment of its business.

11
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Retail revenues for the nine-month period were approximately $61,205,000, an increase of approximately
$24,488,000 or 66.7% from the nine-month period ended October 31, 2001. For the quarter ended
October 31, 2002, retail revenues were approximately $20,788,000, an approximately $8,792,000 or
73.2% increase over the comparative quarter in the last flsca! year. Retail minutes sold in the nine-month
period ended October 31, 2002 were approximately 824,279,000 minutes, an increase of approximately
353,487,000 minutes or 75% over the nine-month period ended October 31, 2001. Retail minutes sold in
the quarter ended October 31, 2002 were approximately 276,585,000 minutes, an increase of
approximately 109,487,000 minutes, or 65.5% over the third quarter of the prior fiscal year. The increase
in volume results primarily from the acquisition of Capsule Communications. However, the decrease in
revenue per minute results from the extreme pricing pressures existing within the industry. Covista has
experienced a rate decrease of 7.3% for the nine-month period ended October 31, 2002 and 3.1% for the
three-month period ended October 31, 2002. The extreme pricing pressures experienced in the industry is
a trend that the Company believes may continue.

KissLD revenues (a product sold to retail consumers) for the nine month period were approximately
$5,286,000. KissLD is a new product offering for the current fiscal year and, therefore, does not have
prior year comparatives. The total minutes sold for KissLD for the nine month period was approximately
103,472,000. For the three month period ended October 31, 2002, sales were approximately $2,886,000
for KissLD. KissLD minutes sold for the three month period ended July 31, 2002 were approximately
57,511,000.

Cost of sales for the current nine-month period was approximately $54,342,000, a decrease of
approximately $10,081,000 or 15.6% from the nine- month periiod ended October 31, 2001. These
changes were favorable in relation to the 2.2% decrease in sales for the nine-month period. The
decrease in cost of sales was due primarily to a decrease of approximately 234,143,000 wholesale
minutes equating to a'pproximately'27,627,000. This savings was offset with the cost of the increase in
retail volume of approximately $17,595,000.

Cost of sales for the three-month period ended October 31, 2002 was approximately $18,186,000, an
increase of approximately $2,850,000 or 18.6% from the third quarter of the prior fiscal year. These
changes were favorable in relation to the 30.8% increase in revenues in the third quarter. The'increase in
cost of sales was due primarily to the Capsule acquisition.

In the normal course of business, Covista files disputes with its service providers. Covista's accounting
policy is to record the invoiced amount to cost of sales, which may include disputed amounts. When the
dispute is resolved and the credit is received, the amount is credited to cost of sales. Open disputes
included in cost of sales for the nine-month period and the three-month period ended October 31; 2002
are approximately $3,116,000 and $3,007,000, respectively.

Selling, 'general and administrative expense for the nine-month period Increased to approximately
$30,717,000, an iricrease of approximately $9,727,000, or 46.3% over the nine-month period ended
October 31, 2001. For the quarter ended October 31, 2002, selling, general and administrative expense
was approximately $9,847,000; an approximate $2,926,000 or 42.2% increase over the comparative
quarter in the last fiscal year.

12
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The increase in selling, general and administrative expenses of approximately $9,727,000 for the nine-
month period was primarily due to an increase in commission expense of approximately $4,045,000
related to the added agent commissions of the Capsule agent program, an Increase in salaries of
approximately $2,906,000 related to the addition of Capsule salaries and expansion of the Tennessee call
center staff; an increase in marketing expense of approximately $2,731,000 related to the KissLD
marketing program, an increase in office expense of approximately $1,265,000 due to the addition of the
Tennessee call center, the addition of Capsule general and administrative costs, and the one-time
relocation costs of the corporate headquarters; and other miscellaneous selling, general and
administrative expenses of $130,000. This was partially offset by a reduction in bad debt expense of
approximately $1,349,000 for the same period..

For the three-month period ended October 31, 2002, the net increase in selling, general and
administrative expenses of approximately $2,926,000 was comprised primarily of increase in commission
expense of approximately $1,459,000 from the acquisition of the Capsule agent program, an increase in
office expense of approximately $626,000 due to the one time relocation costs of the corporate
headquarters to downtown Chattanooga, TN, and the addition of Capsule G & A, an increase in salaries
of approximately $436,000 from the addition of Caps'ule salaries, an increase in benefits of approximately
$231,000, an increase in equipment rental of approximately $195,000, an increase in franchise taxes of
approximately $127,000, an increase in postage of approximately $88,000, increase in marketing
expense of approximately $84,000, and other miscellaneous expenses of $8,000. This was partially,
offset by a reduction in bad debt expense of approximately $1 72,000 and a reduction in legal expense of
$156,000.

For the reasons described above, the operating loss for the nine-month period ended October 31, 2002
was approximately $8,057,000, an increase of approximately $1,448,000 from the nine-month period
ended October 31, 2001 The operating loss for the three-month period ended October 31, 2002 was
approximately $1,259,000, an improvement of approximately $531,000 over the prior year's three-month
period ended October 31, 2001.

Total other expense, net, for the current nine-month period was approximately $317,000 as compared to
approximately $245,000 of total other income, net, recorded in the prior year nine-month period. The
approximately $562,000 change for the nine-month period is primarily due to the reduction in sale of
marketable securities of approximately $262,000, offset by an increase in interest expense of
approximately $234,000 and a reduction in interest income of approximately $50,000. Total other
expense, net, for the current fiscal quarter was approximately $133,000 as compared to approximately
$69,000 of total other expense, net, recorded in the comparable period during the prior fiscal year. This
change was due to an increaee in interest expense.

Basic and diluted loss per Common Share was $0.62 per share for the current nine-month period ended
October 31, 2002 as compared to $0.64 loss per share for the nine-months ended October 31, 2001,
Basic and diluted loss per Common Share was $0.11 per share for the current three-month period ended
October 31, 2002 as compared to $0.17 loss per Common Share for the three-months ended October 31,
2001.

13
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Li uidi and Ca ital Resources

At October 31, 2002, Covista had a working capital deficit of approximately $13,784,000, an increase of
deficit of approximately $2,457,000 as compared to January 31, 2002. The ratio of current assets to
current liabilities at October 31, 2002 was 0.60:1, as compared to the ratio of 0.55:1 at January 31, 2002.
The increase in the working capital deficit at October 31, 2002 was primarily attributable to an increase in
accounts payable of approximately $6,559,000; a decrease in prepaid expenses and other current assets
of approximately $840,000 and an increase in the current portion of long term debt of approximately
$1,278,000. This was offset by an increase in accounts receivable of approximately $6,685,000; an
increase in cash and cash equivalents of approximately $2,002,000; a decrease in investments available
for sale of approximately $440,000; and a increase in accrued liabilities of approximately $2,110,000.

The increase in cash of approximately $2,002,000 was the result primarily of proceeds from the sale of
Common Stock of $315,963; proceeds from a long-term loan received from a major shareholder of
$2,600,000; the proceeds from the sale of marketable securities of approximately $439,773; the proceeds
of a note payable of approximately $3,775,0001 and cash acquired in the purchase of businesses of
approximately $1,179,165. These increases were offset by cash used in operations of approximately
$1,386,000; and payment of line installation costs of approximately $405,000, purchases of Property,
Plant, and Equipment of approximately $3,029,000 and repayment of bagk borrowings of approximately
$1,488,000.

On February 20, 2002, Covista's Board of Directors approved the private sale of additional Common
Stock of up to $12,500,000. The investment includes a conversion into common stock, of $6,800,000 of
debt, contribution of $3,500,000 of fixed assets and $2,200,000 of cash to be received at the rate of
$2:867 per share, which was the closing price for the Common Stock for 30 trading days prior to
November 1, 2002, as authorized by the Board. The commitment for funding for the investment and the
conversion of the indebtedness is from the current Chairman of Covista's Board or his designee's and is
subject to shareholder's approval at the next Annual Meeting, to be held on December 19, 2002.
Additionally, Covista has received a commitment from W. Thorpe McKenzie, a nominee for election as a
director, to purchase an additional 500,000 shares at $2.867 per share for a total of approximately
$1,434,000. Finally, the company is seeking a line of credit from a bank. If such line of credit were not
obtained, the Chairman of the Board has committed to loaning $2 million to the Company through at least
the second quarter of fiscal 2004.

Ca 'ital Ex enditures

Capital expenditures for the nine-month period ended October 31, 2002 were approximately $3,196,207.
These'xpenditures were financed principally from the proceeds of a long term loan received from a
major shareholder. Planned spending for the balance of the fiscal year ending January 31, 2003, includes
approximately $100,000 fer additional switches and equipment to be installed as part of Covista's network
expansion. These expenditures are planned to be financed primarily through vendor financing, sale and
leaseback transactions, and additiona1 lines of credit, which Covista intends to negotiate with its current
lender or other sources. In addition, Covista may seek to sell privately, additional equity or debt securities.
However, there can be no assurance that Covista shall be able to obtain such financing or, if available,
the terms thereof shall be favorable.

14
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Pre aid Network Ca aci

On July 2, 2001, Covista received a loan from Henry G. Luken III, its Chairman of the Board and principal
sha'reholder, in the amount of $4,000,000. This loan vnll be converted to equity upon shareholder
approval which approval is expected to be sought at Covista's Annual Shareholder meeting to be held
December 19, 2002. Covista currently has the necessary votes to approve the conversion. The proceeds
of the loan were used to purchase a 10-year commitment for approximately 2.8 billion DS-0 channel miles
of telecommunications network capacity from an unaffiliated party. The unaffiliated party has filed for
Chapter 11 reorganization; however, as of the date of this report, is continuing to perform under the
agreement, and, therefore, management does not believe that this asset is impaired. However,
management has been unable to determine if this camer's bankruptcy will adversely affect the camer's
ability to fulfill its'bligation tq Covista under the prepaid network capacity agreement.

As of October 31, 2002, Covlsta has used 63 million DS-0 channel miles of telecommunications network
capacity against the 2.8 billion DS-0 total prepaid network capacity, of which $400,000 has been
classified as a current asset and based on anticipated usage in the next 12 months. The remainder of the
prepaid capacity amount of approximateiy $ 3,200,000 is included in other assets.

Accounts Receivable and Credit Risk

Accounts receivable subject Covlsta to the potential for credit risk with customers in 'the retail and
wholesale segments. To reduce credit risk, Covista performs ongoing evaluations. of its customer'
financial condition and except in situations where the risk warrants it, Covista does not require collateral.
Accounts receivable of approximately $16,938,000, net of the reserve for uncollectible accounts totaling
approximately $6,833,000, represents approximately 33% of the total assets of Covista. No one customer
accounts for greater than eight percent of the total revenues and receivables. In the wholesalesegment,'hich

contains Covista's largest customers, Covista has been able to ameliorate credit risk by using
reciprocal arrangements with the customers, which are also Covista's suppliers, to offset outstanding
receivables. Covista has historically maintained a better than three percent ratio of bad debts to revenues.
For the nine-month period ended October 31, 2002, this ratio was 4%. Covista also measures net
accounts receivable turnover (as measured in days sales outstanding). For the periods ended October
31, 2002 and 2001 days sales outstanding were 59.3 days and 58.5 days respectively.

15
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Related Pa Transactions

Jay J. Miller, a Director of Covista, has provided various legal services for Covisia in Fiscai 2003. In the third
quarter„Fiscal 2003, Covista accrued $13,960 to Mr. Miller for services rendered and accrued for in Fiscal
2003. As of October 31, 2002, Covista owed Mr. Miller $26,100.

Leon .Genet, a Director of Covista, has provided agent services for Covista through his wholly-owned
Registrant, LPJ, Inc. During the third quarter, Fiscal 2003, LPJ, Inc. was paid commissions of $24,155. The
commissions paid to LPJ, inc. were computed on the same. basis as other independent agents retained by
Covista.

Covista has entered into three lease agreements for office and switch space in Chattanooga, Tennessee,
with Henry G. Luken III, Chairman of the Board and a principal shareholder of Covista. Each lease
carrtes a term of five years. The leases provide for annual rent of $154,986 for fiscal year 2003;
$258,290 for fiscal year 2004; $293,336 for fiscal year 2005 and for both fiscal years of 2006 and 2007
the annual rent will be $300,000 and annually adjusted for the Consumer Price Index. For the third
quarter FY 2003 Covista has paid Henry G. Luken ill $21,600 for rent of office space.

As of October 31, 2002, Covtsta received loans from Henry G. Luken Ill, its Chairman of the Board and
principal shareholder, in the amount of $1,000,000. These loans will be converted to equity upon
shareholder approval which approval is expected to be provided at Covista's Annual Shareholder meeting
scheduled to be held December 19, 2002.

CRITICAL ACCOUNTING POLICIES

Revenue Rec nition

Covista's revenues, net of sales discounts, are recognized in the period In which the service is provided,
based on the number of minutes of telecommunications traffic carried, and a rate per minute. Access and
other service fees charged to customers, typically monthly, are recognized in the period in which service
is provided.

Deferred Line Installation Costs

Deferred line installation costs are costs incurred by Covista for new facilities and costs incurred for
connections from within the Covista's network to the network of other telecommunication suppflers (such
as Verizon, MFS and other carriers). Amorflzation of such line installation costs is provided using the
straight-line method over the contract life of the flnes ranging from three to five years.

~L-Ll d As S

Covista accounts for the impairment of long-lived assets and for long-lived assets to be disposed of by
evaluating the carrying value of its long-lived assets in relation to the operating performance and future
undiscounted cash flows of the underlying businesses annually and when Indications'of impairment are
present. Long-lived assets to be disposed of, if any, are evaluated in relation to the net realizable value.
If impairment is indicated, the amount of the impairment is typipafly calculated using discounted expected
future cash flows. The discount rate applied to these cash flows is based on Covista's weighted average
cost of capitaL if the carrying value of the asset exceeds the fair value of the asset, the difference wfll be
charged to the results ot'perations in the period in which the impairment occurred. Based on Covista's
analysis of future undiscounted cash flow, which are in excess of the carrying value of its long-lived
assets, there does not appear to be an impairment as of October 31, 2002.
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On July 2, 2001, Covista received a loan from Henry G. Luken III, its Chairman of the Board and principal
shareholder, in the amount of $4,000,000. This loan will be converted to equity upon shareholder
approval which approval is expected to be provided at Covista's Annual Shareholder meeting planned to
be held December 19, 2002.

The proceeds of the loan were used to purchase a 10-year commitment for approximately 2.8 billion DS-0
channel miles of telecommunications network capacity from an unaffiliated party. The unaffiliated party
has filed for Chapter 11 reorganization; however, as of the date of this report, Is continuing to perform
under the agreement, and therefore, management does not believe that this asset is Impaired. However,
management has been unable to determine if this carrier's bankruptcy will impact the carrier's ability to
fulfill its'bligation to Covista under the prepaid network capacity agreement.

As of October 31, 2002, Covista has used 63 million DS-0 channel miles of teleCommunications network
capacity against the 2.8 billion total prepaid network capacity, of which $400,000 has been classied'as a
current asset and based on anticipated usage in the next 12 months. The remainder of the prepaid
capacity amount of approximately $ 3,200,000 in included in other assets.

Goodwlfl

Goodwill consists of the excess purchase price over the fair value of identifiable net assets of acquired
businesses. Goodwill added subsequent to January 1, 2002 is not being amortized in accordance with
SFAS142. The carrying value of goodwill Is evaluated for impairment on an annual basis. Management
also reviews goodwill for impairment whenever events or changes In circumstances indicate that the
carrying amount of goodwill may be impaired. If it is determined that an impairment in value has
occurred, goodwill will be written down to the present value of the expected future operating cash flows to
be generated by the respective reporting unit.

t~td td t

In the normal course of business, Covista files disputes with its service providers. Covista's accounting
policy is to record the invoiced amount to cost of sales, which may include disputed amounts. When the
dispute is resolved and the credit is received, the amount is credited to cost of sales. Open disputes
induded in cost of sales for the nine-month period and the three-month period ended October 31, 2002.
are approximately $3,116,000 and $3,007,000, respectively,

lit lldl d t

Intangible assets are carried at cost, less accumulated amortization, and are amortized on a double-
declining or straight-line basis over their expected lives based upon managements'xpectation. regarding
the timing of future realization.

uantitative and Qualitative Disclosures about Market Risk

Market risk represents the risk of changes in value of a financial instrument, derivative or non-derivative,
caused by fluctuations in interest rates, foreign exchange rates and equity prices. As Covista holds no
significant marketable securities at October 31, 2001, the 'exposure to interest rate risk relating to
marketable securities no longer exists. Covista does not hold any derivatives related to its interest rate
exposure. Covlsta also maintain's long-term debt at fixed rates. Due to the nature and amounts of
Covlsta's nots payable, an immediate 10'Yo change in interest rates would not
have a material effect in Covista's results of operations over the next fiscal year. Covista's exposure to
adverse changes in foreign exchange rates is also immaterial to the consolidated statements as a whole.

17
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COVISTA COMMUNICATIONS INC. AND SUBSIDIARIES

PART II ~ OTHER INFORMATION

ITEMS 1 - 5 Not applicable

ITEM 6 Exhibits and Reports on Form 8-K

No reports on Form 8-K were filed in the period

18
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I, A. John~ Jr., certify that;

1) I have reviewed this quarterly report on Form 10-Q of Covista;

2) Based on my knowledge, this quarterly report does not contam any untrue statcmcnt of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this qusxterly
xepo+

3) Based on my knowledge, the 6nancial statements, and other financial information included in qusxtcrly
annual report, fidrly present in all material respects the financial condition, results ofoperations and cash
flows of Covista as of, and for, the periods presented in this annual report;

4) Covista's other ertifying officexs and I are responsible for establishing and intsining disclosure controls
and procedures (as defined in Exchmge Act Rules 13a-14 and 15d-14) for Covista are have;

a) designed such disclosure controls and procedures to ensure that material information
relating to Covista, including its consolidated subsidiaries, is made known to us by others within
those entities, paxticularly during the period in which this quarterly xcport is being prepared;

b) evaluated the effectiveness Covista's disclosure controls aud procedures as of a date with 90 days
prior to the filing date of this quarterly report (the "Evaluation Date"); aud

c) presented in this quarterly report our conclusions about the eficctivcness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

5) Covista's other certifying oificers and I have disclosed, based on our most recent evaluation, to Covista's
auditors and the audit committee of Covista's board ofdirectors (or persons performing the equivalent
functions);

a) all significant deficiencies in the design or operation of internal controls which could adversely
affect Covista's abiTity to record, process, summarize, and report financial data, and I have
identified for Covista's auditors any material weaknesses in intcmal controls; and

b) any fiaud, whether or not material, that involves management or other employees who have a
significant role m Covista's internal controh; and

6) Covista's other certifying officers and I have indicated in this annual repoxt whether there were significant
changes in internal controls or in other fitctors that could signi6cautly affect internal contmls subsequent to
the date of our most recent evaluation, including any corrective actions with regard to significant
deficiencie and material weaknesses,

Date: December 16, 2002 By: ~l/ A. John lgaclh Jr.
A. John Leach, Jr.
Pre'sident and Chief
Executive Officer

19
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I, Thomas P. Gunning., certify that;

I) I have reviewed this quarterly report on Form 10'fCovista;

2) Based on my knowledge, this qusxterly report docs not contain any untrue statement of a material fitct or
omit to state a material fact neccsssxy to make the statements made, in light of the circumstances under
which such statements were made, not misleading with zespect to the period covered by this qusxterly
rcpo+

3) Based on my knowledge, the financial statements, snd other 6nancial infoxmation included in quarterly
annual report, fidrly present in all material respects the finsncial condition, results of operations snd cash
fiows of Covista as of, and for, the periods prescntcd in this annual report;

4) Covista's other ertifying of6cczs and I sxe responsible for establishing and maintaining disclosure controh
and procedures (as dcfincd in Exchange Act Rules 13a-14 and 15d-14) for Covista are have;

a) dcsigncd such disclosure controls and pxoceduzcs to ensure that material information
relating to Covista, including its consolidated subsidiaries, is made known to us by others within
those entitics, particularly during the period in which this quarterly report is being prepared;

b) evaluated the effcctivcness Covista's disclosure controls and procedures as of a date with 90 days
prior to thc 6Hng date of this quarterly rcport (the 'Evaluafion Date"); and

c) presented in this qusxterly report our conclusions about thc effectivenes of the disclosure contmls
snd pmcedures based on our evaluation as of the Evaluation Date;

5) Covista's other cerifying officezs and I have disclosed, based on our most recent evaluation, to Covista's
auditors and the audit committee ofCovista's bomd ofdirectors (or persons perfoxming the equivalent
functions);

a) all siguificant deficiencies in tbe design or operation of internal controls which could advezscly
affect Covista's ability to record, process, summarize, and report financial data, aud I have
identified for Covista's auditors any matcrial wcaknesscs in internal controls; and

b) any &aud, whether or not material, that involves managcmcnt or other employees who have a
signi6cant role in Covista's internal controls; and

6) Covista's other certifymg officers and I have indicated in this annual report whether there were signi6cant
changes in internal contmls or in other fixctors that could signi6cantly affect internal controls subsequent.to
thc date of our most xeccnt evaluation; including any corrective actions with regard to significant.
deficiencies and material wealmesscs.

Date: December 16, 2002 By: /s/ Thomas P. Gunnin
Thomas P. Gunning,
Vice President, Chief Financial
Office and Principal Accounting
Oificer

20
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CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO

SECTION 906 OF THE SAREANES-OXLEY ACT OF 2002

In connection with the Quarterly Report ofCovista Communications, Inc. on Form 10Q for the period ending
October 31, 2002 as filed with the Securities snd Exchange Commission on thc date hcrcof (the "RcporP), I, A.
John Leach, Ir., President and CEO of Covista Commmdcations, Inc., certify, pursuant to 18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarbancs-Oxley Act of2002, that;

1) The report fully complies with the requirements ofsection 13 (a) or 15 (d) of thc Sccuritics Exchange Act
of 1934; and

2) The information contained in the Report fairly presents, in all mateM respects, the financial condition and
result ofoperations of Covista Commuuications, Ino.

DB:JB* 2 22,2222 BJ: ~ldA.JI L J.
A. John Leach, Jr.
President and Chief
Executive OIEccr
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CERTIFICATION PURSUANT TO

18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANESNXLEY ACT OF 2002

In connection with the Quarterly Report ofCovista Communications, Inc. on Form 10-Q for the period ending
October 31, 2002 as filed with the Securities and Exchange Commission on the date hereof (the "ReporP), I,
Thomas P. Gunning, CFO of Covista Communications, Inc., certify, pursuant to 18 U.S.C Section 1350, as adopted
pursuant to Section 906 of tbe Sarbsnes~ey Act of 2002, that;

3) The report fully complies with the requirements ofsection 13 (a) or 15 (d) of the Securities Exchange Act
of 1934; aud

4) The information contained in the Report fairly presents, in all niaterial respects, the fiuancial condition and
result ofoperations of Covista Communications, Inc.

Date: December 16, 2002 By:
Thomas P. Gunning,
Vice President, ChiefFinancial
Officer and Principal Accounting
Officer
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SIGNATU S

Pursuant to the requirements of the Securities Exchange Act of 1934, Covista has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

COVISTA COMMUNICATIONS INC.
(Registrant)

Date: December 16 2002 By: ~A.J h h
A.John Leach
'resident and Chief Executive Officer

Date: December 16 2002 By:
Thomas P. Gunning,
Vice President, Chief Financial Oificer
and Principal Accounting Offfcer
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EXHIBIT "D"

BIOGRAPHY INFORMATION
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0
Henry G. Luken, I was etechd a Director af cavfida ln Febrursv, 1999, and chairman at ihe Beard in

Februey, 2001. Cunently, he ls President of Mont Lake Propcxd 4 Inc a rest estate development tlrmls dtrector
ot Equity Broadening Carp., a TV network; a dimeter of ACNTV. a hams shopping company segng drraugh TV.'snaghgAgent of Henry IV LLC, an ahareft sales oampany. A co-taunder of Teho Communhs5ans Group lna„
he served ss Chief xscutlve Otgcer and Tmsaurer from Jldy, 1983'h Aprg, 1$!8, and Chafnnan fram July, 1993
to Ochber, 1997. Mr. Luken has aha served ss Chairmen cf Tel.Labs, Inc„a telecommunhatlons biglng firm
pfef4xtxy) since 1881, and as Chairmen of Teho Devshpment Group, Inc., a computer systems ilnn owned by
Mr. Luken, since 1987, both ot whhh engdes he hundecL

Walt Anderson was elechd a tyrechr of Cavhta h Februey. 1988, and as Chakman of the Bead In
November, 1888..Ns stepped dawn aa Ctiahman In Februey. 2001. He has been Maruqpr of Rsvhlon LLC from
tune 1998 to the present; presMent and Chairman of Enbee International Itd. (Financhl Consufilng Services) fern
July, 1887 ta the present; Chairman of Capsule Communha5ocs, tnc, as of Aprd 2001, Chalnnan of Teleport UK
Ud. (Sateglte Comrnunha5ons) fiam bhy,'998 to ge presenk Chakmerof Espirit Tehcom Group ph. (Tehcom
Services) fmm October, 1992 ta November, 1898 and President end Chahman, Md Aganga Telecom (Telecom
Servhes), fiam May, 1984 to December, 188K Mr. Andaman h aho a director of Amerhan Technahgy. Labe
(Network Equlpmsnt) and Aquarius Haldhgs Ud. (Water Trsnspet Sperm),

Lean Genet has served ss a Dlreotar stnce Gchber, 198IL Far more then Sis past tive yees', he has been a
petner in Genet Reeky, a commemhlend indushfid reel eehte lxahxags 5nn. Hd senex as a member af dw Nadanal
Carnmerce and Indusby Baed for the Stah at least Bands Orgsnlzathn and h a~r, dfiactor end ogtcer af
(PJ Cammunhathns, hic„whhh has eened cammtssfam fram Cavhta on the erne bash as other hdependentedes
fepresentalivee. Ses "Cerhln Rslegonehips and Rehted Trensedlone:

A. Jahn Leach, Jr. was appolntef Preshsnt end Chhf Exscudve Dither and a Directar af Covhh on May
18%00. He had been Senhr Vhe pnreidem at Sales at BTI Tehcamrn, Ina., fram December, 1999'la May, 2000;
Ssnhr Wce pmstdent at Tehglobe, Inc. fmm tune, 19SS ta December, 'l988, where he assumed reeparxdbIBy fcir US
end canefan commemhl eaten rnekets. He was promoted to Ibis pcxdthn fern senhr vhe President of wholesale
snd Agent Mekets, Teha Communiadlona (a eubsldey of Teleghbe, Inc.) tune, 1998 tc Februaiy, 1988. prior to .

that, Mr. Leach was Vhe president ofAgent Sew@en et Bll Tehcomm, fiam December, 1989 to June, 1998. Reghnef
sales Manager of Mobilscomm {a Bell scxdh company) whee hs sfirnsd In aetes end mse to a. Regional seine
Manager poeidon May. 1988 to December, 1989.

Jay J. IISllerr Esq. has served as a Director since 19N, He has been a prscdchg aaomsy hr mes Stan 35
years in New York. He Is Chekman at gte Bead af AmTrust Pacgc Lld. e New Zealand reel edate company. Hs h
aho a drectar of Technohgy Insurance Company, Inc., e pravk)er al veloce insurance products ic the technohgy
Industry, snd csnaifr.of as aflmatea Mr. Miler has perfarmed legal services onbehelt of covhia, see ~noh
Rehthnships and Related Tmnsecdone."

Thomas p.. Gunning was eppalnted Vice President, Secretey I Treasurer cf Covista ln May 1888. He was-
appointed Chief Financial Ogher In September, 1994 and served ln that capedty un5I May Ot 1999. He was again
appointed Chief Financial Ogher In May af2000. He wss appointed ecretary ot Covista in January of 1895, He
haa served as Controger of Cavtsta since September, 1892. He h a Cerdged Pubic Accaurdant gcensed by the
States of Nsw York and New Jemsy. Fnxn 1989 umg Jolnhg Covhta, Mr. Gunnhg was the senior Aucgt Manager
at Rceenberg Selsmen 3 Campany, a certiged pubgc accounting Srm. From 1978 to 1989, he was Chief Ffnandal
Ottlcer ot Ryfalre, Incorporated, a triavil wholesale aperator. Prior to such 5me, hlr. Gunrdng held var!aux pasltlons
h both pubgc end pdvate accourdlng grin..

Donald Jones recsndy rettred from his poskton as Senior Wce President for Chapter Services at the '

Amerhan Red Cross, for which he worked since 1991. Prior to Johlng the Red Craxe, Mr. Jones was Deputy
Asstvumt secretary of Defense for Military Manpower and pemonnel palhy. Mr. Jones served ln the Unlhd states
Anny hr over 35 years and retired in 1991 wfih the permanent rank ot Usutensnt GeneraL

Nicholas Msrrlck currengy serves as President of Mt Yemen Investments, LLC, en tnvesbnsnt company,
which he hes served as president since January 200? Mr. Merrhk served as Senior Vice President and Chiet
Fhenchi Oflher ot Telsrgy, Inc., a high-speed gber op5c cammunhegons network company, fmm May, 2000 to
July, 2001. Telergy Sled for reorganlzagcn under the banlauptcy hws in October 2001 and ls currendy in the
process af liquidation. prhi to Jainlng Telergy, Mr. Merrhk was Chht Executhe Otgcer of Up2 Technaloglee, Inc.
and Execugve.Vice president of Excel Cammunhagane, each ot whhh Is a subsidiary of Teleglobe, Inc. (glabal
communhetiane, e-business services), born 1998 uni5 2000. From 1998 ta 1997, he'was Wce President and chief
Financial Oftlcer of Teico Communhatio'ns Graup, inc., end from 1985 tc 1998. he wes Vlcc President ot Corporate
Finance at the Rabineon-Humphrey Company, Inc. and Managing Director ot R-H Capital Partnem.

Kevin A. Alward was appointed Chief Operagng Ofgcer of Cavhta on Mech 29, 2001 and was elected a
cdrector ot Covista on July 17, 2001. He had previously served TotalTel USA es President and Chief Opersgng
Ofgcer from 1994 to 1998, when he left the company to become President ot North America tor Deetia
Communlcadans, lnc. {tannerly known as Econophone, Inc.) end its successor bymerger, Vietel, Inc. In Apnl 2000,
he co-founded Bgnk Data Carp., a telecommunhattans and data services provider heedquartered in northern New
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EXHIBIT "E"
ZLLUSTRATZVE LOCAL EXCHANGE PRZCE LZST
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